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THE BRITISH TRADE DISPUTES AND 
TRADE UNIONS ACT, 1927 


OR SOME months before its enactment into law in July 

last, the Trade Disputes and Trade Unions Bill occupied 

the interest of the British people, and the measure adopt- 

ed’ is likely to continue to be a subject for acrimonious discus- 
sion for some time to come. For while the great majority of 
trade unionists as well as employers and the public generally 
have become tired of industrial turmoil,’ and while there is much 
evidence of a desire on the part of workers and employers to get 
together and to place Britain’s languishing industries and com- 
merce upon an efficient basis, a persistent question recurs: Shall 
this new act stand or be repealed? The Labour party, the over- 
whelming majority of trade unions, and most union sympathiz- 
ers maintain that a real beginning in the desired upbuilding re- 
quires the repeal of this piece of restrictive legislation. Labor 
will keep the issue to the fore and press for repeal. Most other 
groups are determined that the measure shall be retained and 
enforced. Whatever developments there may be in the relations 
between unions and employers in the different industries, this 

*17 and 18 Geo. 5, C. 22, July 29, 1927. 
* As shown, for instance, by resolutions and debate at the last meeting of 


the Trade Union Congress, and more recently by the beginning of national joint 
conferences between representative employers and trade-union officials. 


395 
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question promises to be an outstanding one in the political field 
for some time to come. 

As is well known to students of labor problems, Britain had 
developed the least restrictive policy in respect to industrial re- 
lations and had given labor opportunity for independent politi- 
cal action. As applied in the industrial field, the policy has been 
described as giving workers and employers freedom to organize 
and “a free hand for a fair fight.””* In no country, save perhaps in 
Mexico, have labor organizations during the last twenty years 
been placed under fewer legislative restrictions. The new legis- 
lation changes this situation in several respects: (1) by placing 
restrictions upon the right to strike, and to lock out; (2) by im- 
posing further restrictions upon “picketing”; (3) by striking at 
the financial support of the political activities of labor; (4) by 
requiring the organizations of civil servants to divorce them- 
selves from, and to remain out of, affiliation to other trade unions 
and the Labour party, and also to refrain from political activi- 
ties; and (5) by placing limitations on pro-labor local govern- 
ments and other public authorities. It is the object of this article 


to present these changes in the law briefly and in a non-technical 
manner. To do so effectively it is necessary to summarize the 
law relating to trade-union activities as it stood before this new 
act was passed. 


I. BRITAIN’S LAW OF LABOR, 1871-1926 


The more important legislation in effect relating to the ac- 
tivities of trade unions had been enacted in 1871, 1875, 1876, 
1906, 1913, and 1920.‘ The existing law consists chiefly of un- 
repealed sections of these several acts, and the new act of 1927. 


* Commons and Andrews, Principles of Labor Legislation (1927 ed.), p. 134. 

*34 and 35 Victoria, C. 31 (Trade Union Act, 1871) and C. 32 (Criminal 
Law Amendment Act, 1871); 38 and 39 Victoria, C. 86 (Conspiracy and Protec- 
tion of Property Act, 1875); 39 and 40 Victoria, C. 22 (Trade Union Amendment 
Act, 1867); 6 Edward VII, C. 47 (Industrial Disputes Act, 1906); 2 and 3 George 
V, C. 30 (Trade Union Act, 1913); and 10 and 11 George V, C. 55 (Emergency 
»owers Act, 1920). In this article nothing is said concerning the Act of 1876, for, 
though it is important, its provisions have no important bearing on the points 
here discussed. A full account of these several measures will be found in the 
Webbs’ History of Trade Unionism. 
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The Trade Union Act of 1871 clarified, modified, and at cer- 
tain points liberalized, the law as it had been developed by stat- 
ute and court decision. It eliminated the previous common-law 
doctrine that a trade union, by being in restraint of trade, was a 
criminal conspiracy.® This act also provided for the voluntary 
registration of trade unions,° safeguarded union funds, and pro- 
vided a legal basis for the conduct of union affairs. This legisla- 
tion was, however, accompanied by the Criminal Law Amend- 
ment Act which had the effect of outlawing and placing drastic 
penalties upon all picketing in the conduct of strikes and lock- 
outs. 

This limitation on picketing was relaxed and the law made 
more liberal in other respects by the Conspiracy and Protection 
of Property Act of 1875, in which much of the law still effective 
is to be found. As to conspiracy, the general principle was es- 
tablished that, in the furtherance of a trade dispute, what one 
may do, two or more may do when acting in concert. Since 1871 
trade unions had been legal per se, but now their members were 
free from danger of punishment as criminals’ or of action for 


*Sec. 2. 


* The effect of registration is to confer certain rights and to impose certain 
obligations upon the trade union. Among the rights conferred upon the union 
are the exclusive use of its registered name; the right to own and lease a certain 
amount of land, and to own personal property without limit of amount; the 
right that its property shall vest in certain trustees; and the right by means of 
summary proceedings (as against proceedings by indictment) to exact penalties 
from members or officials who have misapplied the union’s property. Among its 
obligations are making reports to the Home Secretary, reporting annually its 
financial condition to the Registrar, and assimilating its rules to an approved 
pattern. 

It should be noted that in the British legislation “trade unions” include 
unions of employers as well as unions of workmen. There are at present two reg- 
istered unions of employers, the Cinematograph Employers’ Association of Great 
Britain, and the British Undertakers’ Association. There is also one unregistered 
union, the National Farmers’ Union. 

* Sec. 2 had defined “crime” and affixed definite penalties for its commission, 
as follows: 

“A crime for the purposes of this section means an offence punishable on in- 
dictment, or an offence which is punishable on summary conviction, and for the 
commission of which the offender is liable under the statute making the offender 
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damages for their collective acts if such acts performed by them 
individually would have been legal.* This principle was accept- 
ed until 1927. The following qualifications, however, should be 
pointed out: ordinary conspiracy against the state, riot, unlaw- 
ful assembly, breach of the peace, or sedition remained punisha- 
ble. Moreover, penalties were imposed upon anyone breaking a 
contract of service if the result would be to cut off a supply of 
gas or water’ or to inflict serious injury on life or property.” 
These prohibitions have not been repealed, and in 1919 were ex- 
tended to the supply of electric current also. 

Under this Act of 1875, the prohibitions of the Criminal 
Law Amendment Act of 1871 were repealed, and securing and 
communicating information were legalized in the conduct of in- 
dustrial disputes; but violence, intimidation, hindrance to work, 
watching, and besetting were left under the ban.** Such acts 
were to be punishable by fine not exceeding twenty pounds, or 
by imprisonment not exceeding three months, with or without 
hard labor. To make it clear that limited picketing was not to 
be regarded as unlawful, the section provided that “attending at 
or near the house where a person resides, or works, or carries on 
business, or happens to be, or the approach to such house or 
place, in order merely to obtain or communicate information, 
should not be deemed a watching or besetting within the mean- 
ing of this section.”** 

The net effect of this legislation of the 1870’s was to remove 
any doubt as to the lawfulness of trade unions; to recognize 
them and to provide for their registration; to provide for the 
protection of their funds, and to give them the necessary basis 


punishable to be imprisoned either absolutely or at the discretion of the court as 
an alternative for some other punishment. 

“Where a person is convicted of any such agreement or combination as 
aforesaid to do or procure to be done an act which is punishable only on sum- 
mary conviction, and is sentenced to imprisonment, the imprisonment shall not 
exceed three months, or such longer time, if any, as may have been prescribed by 
the statute for the punishment of the said act when committed by one person.” 

* Sec. 3. ™ Sec. 5; stated more fully in note 65, p. 329, below. 

* Ibid. ™ Sec. 7. 

* Sec. 4. * Repealed by sec. 1, Industrial Disputes Act, 1906. 
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for the conduct of their business; to legalize picketing within 
narrow limits; and to provide necessary conditions for the use of 
the method of collective bargaining. 

The more favorable position thus given trade unions did not 
remain unchallenged, especially after the appearance of the New 
Unionism at the end of the eighties. In 1891, with a strong reac- 
tion against unionism, several members of a commission which 
had been set up recommended that trade unions should be com- 
pelled to incorporate and that they should be bound by agree- 
ments entered into with employers, but no legislation resulted 
from the propaganda carried on. As the years passed, some of 
the freedom given in the legislation of the seventies was nibbled 
away by the courts rendering decisions in cases involving picket- 
ing and the like, but there was little change in the law until the 
Law Lords by the Taff Vale decision** in 1901 saddled upon 
trade unions a new responsibility. 

In the railway strike out of which the Taff Vale case devel- 
oped there had been breach of contract and loss of property and 
business. An injunction was secured and a suit for damages was 


brought against the (registered) union, as distinguished from 
the individual members who might be shown to have committed 
the tortious acts. Though the union was unincorporated, the 
Law Lords held that it was liable for damages and costs. The 
principle underlying the decision was that where there is power 
there must be a corresponding responsibility. In the language of 
the Webbs: 


After elaborate argument, the Law Lords decided that the Trade Union, 
though admittedly not a corporate body, could be sued in a corporate capac- 
ity for damages alleged to have been caused by the action of its officers, and 
that an injunction could be issued against it, restraining it and all of its offi- 
cers, not merely from criminal acts, but also from unlawfully, though with- 
out the slightest criminality, causing loss to other persons. Moreover, in 
their elaborate reasons for their judgment, the Law Lords expressed the 
view that not only an injunction but also a mandamus could be issued 
against a Trade Union, requiring it to do anything that any person could be 
lawfully called upon to do; that a registered Trade Union could be sued in 
its registered name, just as if it were a corporation; that even an unregis- 

“Taff Vale Railway Company v. Amalgamated Society of Engineers, 70 
L.J.K.B. 95. 





310 H. A. MILLIS 


tered Trade Union could be made collectively liable for damages, and might 
be sued in the name of its proper officers, the members of its executive com- 
mittees and its trustees; and that the damages and costs could be recovered 
from the property of the Trade Union, whether this was in the hands of sep- 
arate trustees or not.'® 


In the view of the trade unions their very existence was im- 
periled by this corporate responsibility, the injunction, and the 
damage suit. Reacting strongly, the trade unions sought to have 
what they regarded as court-made law eliminated by act of Par- 
liament. To this the government was opposed. In 1903, how- 
ever, a Royal Commission was established to consider the points 
involved and to report with recommendations. In its report, 
submitted in 1906, the Commission approved of the decision of 
the Law Lords, both from the point of view of law as it had de- 
veloped and from the point of view of underlying principle. 
Their unanimous opinion was that trade unions should rest un- 
der a corporate responsibility."* Before the Commission had re- 
ported, however, the political situation had changed, and, short- 
ly afterward, a statute shaped by political expediency was enact- 
ed—a statute conforming closely to the wishes of the unions. In 
the election of 1906, Labour had pledged so many of the candi- 
dates, both Conservative and Liberal, which were returned to 
Parliament, and had secured the return of such a large number 
of its own candidates, that the unwilling (now Liberal) govern- 
ment found it expedient, if not necessary, to place the Industrial 
Disputes Act upon the statutes. As indicated, the measure was 
the product of a political situation, not the result of the findings 
of the Commission set up, though in the view of many it may be 
said to have been justified in its main provisions by experience 
previous to the Taff Vale decision when only individuals and not 
unions were presumed to rest under a pecuniary responsibility 
for torts, and when, for obvious reasons, suits were not brought 
against individuals for tortious acts in connection with trade dis- 
putes. 

* History of Trade Unionism (1920 ed.), p. 600. 

*See Report of the Royal Commission on Trade Disputes and Trade Com- 
missions, Col. 2825 (1906). The recommendations of the Commission are all the 


more interesting because of the presence of Sidney Webb as one of the five mem- 
bers. 
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There has been difference of opinion as to the application of 
the law as modified by the Industrial Disputes Act of 1906, but 
the main object and an important effect of the measure. was to 
relieve the unions of the responsibility the Law Lords would 
have imposed upon them in such cases as that growing out of the 
railway dispute. The act absolved the union, and its members 
as well, from any pecuniary responsibility for acts which, con- 
nected with trade disputes, caused a breach of an employment 
contract or hindrance to the business of another person.*” Courts, 
moreover, could no longer entertain suits by members of a trade 
union against their own organization in respect of corporate 
acts.** Sympathetic, as well as primary, strikes were now in- 
cluded in the term “trade dispute,” and lockouts also, for under 
the law “unions” include both organizations of employers and of 
workmen.”* 

The Act of 1906 also amended the clause relating to picket- 
ing, though the practical significance of the change seems not to 
have been great because of the slight difference from a practical 
point of view between attending to secure and communicate 
information, and attending both for this purpose and for “peace- 
fully persuading any person to work or abstain from working.” 
However, an affirmative statement was made that some kinds of 
picketing were legal and there were no direct limitations upon the 
number of pickets.” Intimidation in connection with picketing 
continued to be illegal.** But it is important to note that the test 
applied by the courts had come to be, and continued to be, 
“whether the intimidation complained of would justify a magis- 
trate in binding over the intimidator to keep the peace toward 
the person intimidated, in other words, [limited] to such intimi- 
dation as implies a threat of personal violence.” 

Thus, as the law developed, it recognized unions of work- 
men and of employers; gave trade unions a legal basis for con- 

* Sec. 3. 

* Sec. 4 (1). * Sec. 2 (1). 

* Sec. 5 (3). * As in the Act of 1875. 


* As stated by Henderson, Trade Unions and the Law, p. 91. Among the 
numerous decisions was that of Gibson v. Lawson (1891) 2 Q.B. 557, which has 
been cited as the leading decision. 
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ducting their affairs; was only slightly restrictive of strikes and 
lockouts, whether primary or sympathetic; legalized peaceful 
picketing and forbade nothing short of threat of personal injury; 
freed unions and their individual members from suability for 
torts connected with industrial disputes; and left agreements be- 
tween trade unions and employers outside the machinery of legal 
enforcement, and therefore only morally binding. So the law re- 
mained until 1927, except for restrictions during the war” and 
the Emergency Powers Act of 1920. 

Since the Armistice, England has faced three great strike 
situations: the railway dispute of 1919, the coal dispute of 1920, 
and the coal dispute of 1926, which occasioned, in addition, a 
general stoppage for nine days. In each of these cases the gov- 
ernment felt the necessity of extraordinary action, both to insure 
necessities for the community and to keep the peace. During the 
railway dispute the government exercised authority under the 
War Emergency Act. But when the coal dispute developed, it 
brought forward a new Emergency Powers Bill, contending that 
it was objectionable to proceed under war regulations in time of 
peace and that the war !egislation did not give the precise au- 
thority needed. Labour at first opposed the Bill, at least for just 
that time, but in Committee a measure was agreed to by all 
parties. 

This Emergency Powers Act allows the government” to de- 
clare a “state of emergency” whenever there is a threatened in- 
terference with the food, water, fuel, light, means of locomotion, 
or essentials of life of any substantial portion of the communi- 
ty.”> Such a proclamation can remain in force only at the will of 
the majority in Parliament,” but while it continues the govern- 

* During the war compulsory arbitration, with its prohibitions and limita- 
tions, was extensively applied. All such legislation was repealed shortly after the 
close of the war, however, since which time the problem of industrial disputes 
has been met by conciliation and voluntary arbitration. 


™ The King officially issues the proclamation, but only as mouthpiece of the 
Cabinet, which holds power by consent of the majority in Parliament. 

* Sec. z (2). 

* The proclamation shall forthwith be communicated to Parliament, which, 
if not sitting or not to be sitting within five days, shall be called into session, and 
the measures taken shall not be effective beyond seven days after laid before Par- 
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ment”’ may exercise wide, even repressive, powers, as it thinks 
necessary, to secure the essentials of life before mentioned or 
“for any other purposes essential to the public safety and life of 
the community.” Even at such time, however, the government 
may not impose military or industrial conscription nor penalize 
persons merely for striking or “peaceful persuasion” of others 
to strike. 

It was by the exercise of powers thus conferred that the gov- 
ernment took various steps to meet the public need in 1926. The 
so-called “general strike,” although remarkably complete, was 
broken in a little over a week. The strike of coal miners, how- 
ever, took from May until November to wear itself out, and dur- 
ing the whole of this time orders under the “Proclamation of 
Emergency” were in force. 

Before 1926 there had never been a situation which would 
test whether a “general strike” would have been lawful, as no 
statute bore directly on the question. In 1926 only an incidental 
opinion was expressed by a court,”* and that opinion has been 
both approved and disapproved by excellent legal authorities. 
The question now has only academic interest, for such a strike 
has become clearly illegal. In such wise has the Emergency Pow- 
ers Act been buttressed. 

It remains to mention the regulation of the political activi- 
ties of trade unions previous to the modification by the Disputes 

- Act of 1927. The Taff Vale decision had the effect of making the 
Labour party a reality. Unions allied themselves to it in increas- 
ing numbers, levying upon their members to defray the expenses 
of labor’s political activities and to support labor representatives 
in Parliament. In 1911, however, the Law Lords, in the “Os- 
borne Case,” held that no part of trade-union funds could be 


liament unless resolutions passed by both houses continue them. Such a “state of 
emergency” expires at the end of every month unless continued by further resolu- 
tions each month of this same kind, This gives scope for Parliamentary criticism 
of the government’s extraordinary measures. 

™ By means of an “order of His Majesty in Council,” practically a measure 
decided upon by the Cabinet and submitted to Parliament, which is assumed to 
approve unless objection is made. 

* Justice Astbury in National Sailors’ and Firemen’s Union v. Reed (1926), 
1, ch. 536. 
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used for political purposes, for such purposes were outside trade- 
union objects recognized at law.”® The effect of this was to im- 
peril the political activities upon which organized labor was 
placing more and more emphasis, for it had come to be of the 
opinion that industrial, independent political, and co-operative 
action were all required to meet the workers’ needs. The prob- 
lem presented by this unexpected decision was met through an 
Act of Parliament passed in 1913, after being made more or less 
palatable to all the various political groups. 

The Trade Union Act, 1913, authorized both registered and 
non-registered unions, under certain conditions, to maintain and 
use political funds. Such a fund could now be established by 
majority vote on a secret ballot of all members of the organiza- 
tion. This political fund had to be kept separate, and all pay- 
ments of the union for political purposes had to be from this 
fund and limited to objects specified in the law. Any member 
had the right to be exempt from the political levy, even after the 
majority of his organization had decided to have one, by giving 
due notice that he did not wish to contribute. Such a member 
was not to be excluded from any benefit of the union, nor was 
contribution to the political fund “to be made a condition of ad- 
mission to the union.””*° 

Though there have been some “non-political unions” and a 
non-political movement is at present being fanned into a degree 
of prominence, the great majority of the British unions have 
been affiliated to the Labour party and have maintained political 
funds. For various reasons as to the relative importance of 
which there has been much dispute, only a small minority of the 
members have claimed exemption.” In fact, many who have not 


* Osborne v. Amalgamated Society of Railway Servants (1910), A.C. 87. 


* A member of a trade union was “not to be excluded from any benefits of 
the union, or placed in any respect either directly or indirectly at any disadvan- 
tage as compared with other members of the union . . . . by reason of his being 
so exempt.” 

™ Of 292 labor unions having secret ballots since 1913, only 18 have voted 
against the political levy. Of the 3,003,373 members of registered unions, 683,272 
voted for, 272,394 against, the levy. Of the members of 40 unregistered unions, 
478,828 voted for, 305,804 against, the levy. While a total of 578,198 voted 
against the levy, on ballots taken in the main in 1913, up to 1925 only 104,797 
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voted with the Labour party have, willingly or unwillingly, paid 
the political levy. For registered unions, in 1925, this yielded 
£154,000; for all unions, perhaps £200,000. The Labour party 
has been largely financed in this way. 

It is not the object of this article to discuss the actual opera- 
tion of this legislation which has been summarized. It may be 
said at this point, however, that of vigorous picketing by large 
numbers, of violence and intimidation (in an inclusive sense), 
there has been less under the comparatively unrestrictive rules 
than under the prohibitions of the earlier days when the work- 
men were less well disciplined by their organizations, and per- 
haps there has been less than in the United States, where the law 
has been, and is, very much more restrictive than in Britain. Yet 
there has been not a little that was objectionable and unlawful. 
As a matter of common knowledge, there have also been a con- 
siderable number of actual or threatened sympathetic strikes 
and lockouts as the industrial situation has changed and as fed- 
eration has developed among labor and employers’ organiza- 
tions. All of this, as well as the absence of pecuniary responsi- 
bility on the part of labor organizations, has been a subject for 
criticism, and on various occasions measures have been proposed 
in Parliament for curbing labor’s power on the industrial field 
and for limiting labor’s “privileges.” Likewise, the political ad- 
vance of labor has been a thorn in the side of other groups, and 
especially of the Conservative party, and proposals have on va- 
rious occasions been made for undoing the Act of 1913. It re- 
mained, however, for the so-called “general strike” of 1926 to 
provide the occasion for, and to some extent the cause of, legisla- 
tion curtailing the “rights” of labor on both the industrial and 
the political fields. 


II. THE PROVISIONS OF THE ACT OF 1927 
The Trade Disputes and Trade Unions Bill was presented 
by the government as “a right, a just, and a necessary measure,” 
“a Bill to vindicate the authority of the State and protect the 


claims for exemption had been made and allowed (as summarized in Hansard, 
206, pp. 2021 ff.). 
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liberties of the citizen.”** In the language of the Prime Minister, 
it was “designed to protect the liberties of our citizens and to 
maintain the freedom of our democratic institutions.” It was 
said to be based upon “four main principles,” viz.: (1) A gener- 
al strike is illegal, and no man shall be penalized for refusing to 
take part in it. (2) Intimidation is illegal. No man shall be com- 
pelled by threats to cease work against his will. (3) No person 
shall be compelled to subscribe to the funds of a political party 
unless he so desires. (4) Any person entering the established 
civil service of the Crown owes an undivided allegiance to the 
state.** 

This statement of “principles” or objects is of value in in- 
troducing an analysis of the Act, but it is not entirely accurate 
or adequate, for the bill itself went beyond the objects stated. 
Moreover, there is reason to believe that other objects than those 
stated were actually in view. It is, indeed, difficult to determine 
just what is the law that has been enacted, because of the inevi- 
table difficulties of phraseology, but also because of bad drafting 
and the heated nature of the Parliamentary debates.** In what 
follows, however, an attempt is made to state the main modifica- 
tions made in the law. 

With respect to strikes and lockouts, two amendments apiece 
were adopted. These make unlawful both sympathetic stop- 
pages like the “general strike” of 1926, and also other kinds of 
more frequent occurrence. Section 1 (1) @ and 5 declare, in 
part, that any strike or lockout is illegal if it: 

(i) has any object other than or in addition to the furtherance of a trade 
dispute within the trade or industry in which the strikers*® are engaged; 
and 

(ii) is a strike designed or calculated to coerce** the Government either di- 
rectly or by inflicting hardship upon the community; .. . 

“The Attorney-General in moving second reading (Hansard, 205, pp. 
1315 ff.). 


* As quoted by Sir Ernest Benn in a pamphlet bearing the title The Trade 
Disputes and Trade Unions Bill, pp. 5-6. 

“ The application of certain provisions were differently stated by the spokes- 
men for the government in debate. 

*Sec. x (1) 6 deals with lockouts and substitutes the words, “employers 
locking-out” for “strikers” and “lock-out” for “strike.” 

* “Designed” means intended by those taking action. In English law “calcu- 
lated” usually means “likely,” but in this Act “calculated to coerce” is defined as 
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To interpret the foregoing provisions, much narrower defi- 
nitions of “trade dispute” and “trade or industry” were used:** 
a) a trade dispute shall not be deemed to be within a trade or industry un- 

less it is a dispute between employers and workmen, or between work- 
men and workmen, in that trade or industry, which is connected with the 
employment or non-employment or the terms of the employment, or 
with the conditions of labour, of persons in that trade or industry ; and 
without prejudice to the generality of the expression “trade or indus- 
try,” workmen shall be deemed to be within the same trade or industry 
if their wages or conditions of employment are determined in accordance 
with the conclusions of the same joint industrial council, conciliation 
board or similar body, or in accordance with agreements made with the 
same employer or group of employers. 


A strike under this section becomes unlawful or remains 
lawful according as it does or does not fulfil the two conditions 
(i) and (ii) set forth in the foregoing. Any primary strike the 
object of which is restricted to furthering a trade dispute within 
the trade or industry in which the strikers are engaged will be 
lawful, even though it be designed or calculated to coerce the 
government by inflicting hardship on the community. If, how- 
ever, a primary strike has an aim or object other than the fur- 
therance of a trade dispute within the trade or industry in which 
the strikers are engaged, and also coerces the government, it 
will be unlawful. Thus, it is explained, it would be lawful for the 
miners to strike to secure higher wages, shorter hours, or better 
conditions of employment in the coal industry, however much 
hardship might be imposed upon the community. If, however, 
they were to strike for these objects and also to secure a statu- 
tory minimum wage or to compel the government to repeal the 
Eight Hours Act of 1926 or to nationalize the mines, then the 


“such coercion as ought reasonably to be expected as a consequence thereof” 
(sec. 8 [2] c). 


** Compare the previous ruling law (writer’s italics here and above): 6 Ed- 
ward, ch. 30 (Industrial Disputes Act, 1906), sec. 5 (3): 

“In this Act and in the Conspiracy and Protection of Property Act, 1875, 
the expression ‘trade dispute’ means any dispute between employers and work- 
men, or between workmen and workmen, which is connected with the employ- 
ment or non-employment or the terms of the employment, or with the condi- 
tions of labour, of any person, and the expression ‘workmen’ means all persons 
employed in the trade or industry, whether or not in the employment of the em- 
ployer with whom a trade dispute arises.” 
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strike would be illegal. It would be considered to extend beyond 
the furtherance of a trade dispute within the trade or industry 
and to coerce the government. Nor might the railwaymen resort 
to direct action to compel the government to nationalize the rail- 
ways.** But, on the other hand, it is said it would be lawful for 
the seamen to strike for objects to be gained only by changes ef- 
fected in the law relating to the terms of their employment. 

It would appear that sympathetic strikes would much more 
frequently come under the ban of the law, for they ail have an 
object “in addition to the furtherance of a trade dispute within 
the trade or industry in which the (sympathetic) strikers are 
engaged,” and it only remains for their action to coerce the gov- 
ernment by imposing hardship upon the community or other- 
wise to become unlawful. It would be unlawful for the railway- 
men to go on strike in support of the coal miners if it brought 
pressure to bear upon the government to change the law or to 
nationalize the mines or to intervene in the dispute.** It would 
also be unlawful for them or the transport workers to refuse to 
handle coal imported in time of strike as a substitute for domes- 
tic coal.*° It would perhaps be unlawful for the National Union 
of Railwaymen to come to the aid of striking transport workers, 
or for the omnibus drivers in London to go out in support of 
striking tram men. Nor might coal carters in London refuse to 
handle coal when and because the miners were on strike. On the 
other hand, a strike by one group of textile operatives in support 
of another on strike or locked out may be lawful because the 
government is not coerced by hardship imposed upon the com- 
munity. 

An examination of the examples in which the government 
spokesmen in the course of debate undertook to answer the ques- 
tion as to whether or not violation of law would be involved 
shows two things, viz, (1) that most of the really important ac- 
tual or seriously threatened sympathetic strikes in British ex- 
perience would have been unlawful under this act; and (2) that 

* Cf. Henderson, Trade Unions and the Law, p. 82. 


* Hansard, 206, pp. 700, 1026, 1045. 
“ Ibid., p. 1045. 
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the lawfulness or unlawfulness of many strikes will probably not 
be known until decided by the courts because the question of 
whether an act is coercive and what constitutes a trade or indus- 
try may frequently be a matter of doubt. Until such a court de- 
cision was made, a union conducting such a strike would be un- 
der a great handicap, whether the strike was ultimately declared 
legal or not.*? The Act of 1927 thus makes an important change 
in the law of strikes and this change affects particularly the kind 
of strikes which have been increasingly important since 1910 
because of union alliances and the increasing “solidarity of la- 
bor.” 

As to methods of enforcing these provisions of the law, it is 
made unlawful to apply any sums in support of unlawful strikes, 
e.g., to pay strike benefits; any action taken would be restrained 
by injunction obtained by the attorney-general and by the im- 
pounding of funds.** Any person who “declares, instigates, in- 
cites others to take part in or otherwise act in furtherance of a 
strike or lockout, declared by this act to be illegal, shall be liable 
on summary conviction to a fine not exceeding ten pounds or to 
imprisonment for a term not exceeding three months, or on con- 
viction on indictment to imprisonment for a term not exceeding 
two years.’”** The intention is to punish the leaders, officials, 
and pickets, for it is “provided that no person shall be deemed 
to have committed an offence under this section or at common 
law by reason only of his having ceased work or refused to con- 
tinue to work or to accept employment.”** In aid of breaking 
strikes and for the protection of those who remain at or return 
to work—whence the term “blackleg charter” applied by labor 
to the law— it is provided that a worker refusing to leave his 
work or resuming or accepting employment shall not be “subject 
to expulsion from any trade union or society, or to any fine or 
penalty, or to deprivation of any right or benefit to which he or 
his legal personal representatives would otherwise be entitled, 
or liable to be placed in any respect either directly or indirectly 
under any disability or at any disadvantage as compared with 

“ See penalties imposed, below. “Sec. 1 (2). 

“ Sec. 7. “ Ibid. 
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other members of the union or society, anything to the contrary 
in the rules of a trade union or society notwithstanding.”** More- 
over, the union is made liable to be mulcted in damages at the 
discretion of the court, for it is provided that “in any proceed- 
ing the court may, in lieu of ordering a person who has been ex- 
pelled from membership in a trade union or society to be re- 
stored to membership, order that he be paid out of the funds of 
the trade union or society such sum by way of compensation or 
damages as the court thinks just.’ 

These provisions relating to non-strikers, it may be noted, 
are made applicable to any dispute occurring subsequent to May 
I, 1926, in order to fulfil the promises of the government that 
those remaining at, or returning to, or accepting work during the 
so-called “general strike” of 1926 would be given the fullest 
protection.*’ And very important among the several provisions 
is that which withdraws the protection of the Industrial Dis- 
putes Act of 1906 from a trade union engaging in an unlawful 
strike or lockout.** Thus, in the case of an illegal stoppage, the 
union would again be under the pecuniary responsibilities im- 
posed in the Taff Vale case. 

From changes in the law with reference to the legality of 
strikes and lockouts we pass to changes in the law relative to 
picketing and intimidation, in all strikes and lockouts, legal as 
well as illegal. 

The government, alleging that section 2 of the Industrial 
Disputes Act of 1906 had frequently “been construed and quite 
honestly misunderstood as a license to do anything and in any 
numbers so long as you are only forming a part of the picket,” 
and citing in evidence instances in most of which there had been 
convictions under the existing law, proposed to change the law 
at various points, and, in particular, to define “intimidation” so 
inclusively as to include injury by ridicule and by expressions of 
contempt and hatred. The bill was, however, amended and made 
more definite in phraseology and less drastic in its limitations. 
As enacted, it reads:** 

“ Sec. 2 (1). * Sec. 2 (3). 

“ Sec. 2 (2). “ Sec. x (4). 

“ Writer’s italics. Contrast with previous test of intimidation, p. 311. 
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3 (1) It is hereby declared that it is unlawful for one or more persons 
(whether acting on their own behalf or on behalf of a trade union or of an 
individual employer or firm, and notwithstanding that they may be acting in 
contemplation or furtherance of a trade dispute) to attend at or near a 
house or place where a person resides or works or carries on business or hap- 
pens to be, for the purpose of obtaining or communicating information or 
of persuading or inducing any person to work or to abstain from working, if 
they so attend in such numbers or otherwise in such manner as to be calcu- 
lated to intimidate any person in that house or place, or to obstruct the ap- 
proach thereto or egress therefrom, or to lead to a breach of the peace; . . . . 

(2) In this section the expression “to intimidate” means to cause in the 
mind of a person a reasonable apprehension of injury to him or to any mem- 
ber of his family or to any of his dependants or of violence or damage to 
any person or property, and the expression “injury” includes injury to a 
person in respect of his business, occupation, employment or other source 
of income, and includes any actionable wrong. 

Though extreme statements, emanating from labor sources, 
that there can now be no lawful picketing are not justified, there 
can be no doubt that under the Act the law has been materially 
changed and made more restrictive. The introduction of the 
clause “if they attend in such numbers,” etc., will cause the law 
to be more restrictive than it has been as applied by the courts 
in cases where mass picketing, blocking the streets, and breaches 
of the peace have been dealt with. Indeed, the new language is 
such that the courts are not unlikely to lay down arbitrary rules 
with reference to the number who may picket without being in- 
timidating. But the greatest change in the law is found in the 
definitions of “intimidate” and “injury.” As already stated, “in- 
timidate” has had reference only to actual or threatened physi- 
cal injury such that a court would bind the intimidator over to 
keep the peace, but now it means “to cause in the mind of a per- 
son a reasonable apprehension of injury tohim . . . . or of vi- 
olence or damage to any person and property.” “Injures his 
property” in the Act of 1875 becomes, in addition to this, “in- 
jury to a person in respect to his business, occupation, employ- 
ment, or other source of income, and includes any actionable 
wrong.” Whether to call one a “blackleg” or a “scab” is to in- 
timidate, the courts will decide. 

* This analysis of the act has been in terms of what labor or- 
ganizations and their members may or may not do. It is true, 
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however, that the government accepted or proposed amendments 
while the bill was in the committee stage making it applicable to 
lockouts and employers’ practices in so far as they exactly par- 
allel strikes and labor’s practices in industrial disputes. In a 
sense, then, the measure applies alike to the two parties, as did 
the Combination Acts of 1799 and 1800. Nevertheless the Act, 
while not without practical application in the case of lockouts, 
chiefly concerns labor organizations and their members. Lock- 
outs by employers are relatively few, for management holds the 
whip hand in industrial disputes and labor is frequently forced 
to accept the employer’s will or to initiate a stoppage. Moreover, 
the laws and institutions of the country are such that labor, with 
its demands for change, would ordinarily be the party initiating 
a stoppage that was coercive. As regards intimidation, it is also 
chiefly labor’s activities that are affected. It is the labor union- 
ists who picket and watch and beset. Now, as heretofore, an 
employer’s agent may lawfully say to a striking workman (or to 
his wife or friend) that if work is not resumed immediately or by 
a certain time there will be no employment. And blacklisting by 
associations, widely practiced in the past, remains, as ever it 
must remain because of its very nature, practically beyond con- 
trol by law. 

The third shaft of the new act is directed at the support of 
the Labour party. After considering whether the members of 
unions adopting a political levy should “contract in,” i.e., indi- 
vidually consent to contribute, or whether they should “contract 
out” by securing individual exemptions, Parliament in 1913 de- 
cided in favor of the latter method of meeting the wishes of 
those members who were opposed to contributing for political 
purposes.” All the while more or less objection has been voiced 
against the method adopted by Labour party opponents, and the 
objections became more numerous as the Labour party gained 
strength and became a real power. Measures designed to change 
the Act of 1913 were, however, held back from serious consider- 
ation until 1927, when the government bill appeared, with its po- 
litical fund section. 


* See p. 314, above. 
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Section 4 of the Act does not become effective until Decem- 
ber 31, 1927. Thereafter “It shall not be lawful to require any 
member of a trade union to make any contribution to the politi- 
cal fund of a trade union unless he has . . . . delivered at the 
head office or some branch office of the trade union, notice in 
writing in the form set out in the First Schedule to this Act of 
his willingness to contribute to that fund and has not withdrawn 
the notice in manner hereinafter provided.” Notice of withdraw- 
al from support of the political fund may be given at any time, 
but withdrawal does not become effective until the end of the 
calendar year in which notice is given. 

Two incidental provisions relative to the political fund are 
worth noting. It has been the practice of many of the unions to 
collect dues in a lump sum and then to distribute the payments 
among the several funds, including the political, which has been 
kept as a separate fund. There has been complaint, though with 
little evidence to support it, that in some cases members have 
had to make the same lump-sum payment whether contributors 
or exempt from the political levy. Henceforth this levy must be 
made separately, and the transfer of moneys from other funds 
to the political is strictly forbidden. Heretofore only registered 
trade unions were required to make full reports of receipts, 
funds, effects, expenditures, assets, and liabilities of the political 
fund, but now the requirement is to extend to non-registered 
unions as well.” 

The main reason assigned for the inclusion of the political 
fund section was that it was needed to prevent abuse of the exist- 
ing law by certain organizations, and for the protection of many 
thousands of trade unionists who did not wish to contribute, but 
feared not to do so lest they should become marked men, and, 
contrary to the law,*’ be deprived of their union benefits or oth- 
erwise discriminated against. This reason loses weight, however, 
when it is noted that in spite of efforts by outsiders to induce 
members of labor unions to secure exemptions, only 104,797 had 
done so between 1913 and 1925. Whatever abuse there may 
have been in the administration of requests for exemption, only 


™ Sec. 4 (6). ™ Trade Union Act, 1913, Sec. 3b. 
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sixty-eight individual complaints had been made to the Regis- 
trar, twenty-six of which were not within the embrace of the law, 
while a fair proportion of the remaining forty-two had been 
found to be without merit. Of course it is true that many have 
contributed to the political funds who did not vote the Labour 
ticket, but this has no doubt been due more to inertia and a 
willingness to stand by a majority vote than to anything else. 
But however this may be, the one substantial reason for the 
legislative action taken appears te have been a desire to weaken 
the Labour party by undermining its tevenues. Evidently the 
Conservative party has hoped that inertia and a tendency to 
procrastinate and consequent failure of many to sign forms and 
thereby “contract in” would reduce the number making con- 
tribution to the political fund of the unions. Some supporters of 
the government even argued that the legislation proposed and 
adopted would weaken their political arm and cause labor or- 
ganizations to rest back upon the industrial arm, which was said 
to be the right, natural, and necessary method of protecting the 
workers. Among these have been a few “non-political” labor of- 
ficials who have seats in Parliament. 

With this new legislation, labor organizations now have the 
double task of overcoming the inertia and procrastination of 
their members in order to secure political funds, and then, as 
heretofore, of keeping their contributors in such frame of mind 
that they do not secure exemptions by giving notice of withdraw- 
al. The fighting spirit of the Trade Union Congress and many, 
if not most, of the labor unions has been aroused, and the larger 
of these tasks is being undertaken through an “organization 
campaign” to recruit union membership, secure contributors to 
the political fund, and membership in the co-operative societies. 
Whether or not the handicap presented by the new Act will be 
overcome remains to be seen. 

A question of principle is raised by the alternative methods 
of “contracting out” and of “contracting in” provided for by the 
Act of 1913 and that of 1927, respectively. In support of “‘con- 
tracting in,” appeal has been made to the principle that only 
those sufficiently interested to come forward and sign the nec- 
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essary form should be expected to contribute. On the other 
hand, the labor unions generally argue that after a political levy 
has been decided upon by majority vote, the fund should have 
the contributions of all those not actively opposed to contribut- 
ing and exempting themselves by giving notice of withdrawal. 
They assert that the large class characterized by inertia should 
contribute. In fact, some union spokesmen maintain that inas- 
much as in the given case a majority have decided upon political 
action and inasmuch as the Labour party alone can be relied upon 
to further the workers’ cause, all members as a matter of princi- 
ple should be compelled to contribute, and no one should be ex- 
empt. Judgment need not be passed on these rival principles to 
which appeal is made.”* 

A fourth set of provisions in the Act (sec. 5) has as its object 
the withdrawal of all organizations of civil servants from affilia- 
tion to organizations whose members are non-civil servants and 
from all political connections, with the Labour party or other- 
wise, and the eventual establishment of “company unions”—if 
there is erganization at all. Organizations of civil servants must 
also not have any political objects.°** The penalty imposed upon 

* The law applies to unions of employers as well as to unions of workmen. 
Nevertheless, it affects unions of workmen chiefly, for there are only one unreg- 
istered and two registered unions of employers maintaining political funds. The 
Federation of British Industries and other organizations, all more or less interest- 
ed in politics and in some cases spending large sums, are not “trade unions.” Un- 
der the existing British law it is almost exclusively the labor unions that must 
report their collections and expenditures for political purposes. The finances of 
the Labour party are thus, in a sense, regulated and made a matter of public re- 


port, while those of the other political parties are not. Rightly or wrongly, la- 
bor regards this as unequal treatment under the law. 

™ Clause of sec. 5 reads in part: “Amongst the regulations as to the condi- 
tions of service in His Majesty’s civil establishments there shall be included regu- 
lations prohibiting established civil servants from being members, delegates, or 
representatives of any organization of which the primary object is to influence or 
affect the remuneration and conditions of employment of its members, unless the 
organization is an organization of which the membership is confined to persons 
employed by or under the Crown and is an organization which complies with 
such provisions as may be contained in the regulations for securing that it is in 
all respects independent of, and not affiliated to, any such organization as afore- 
said the membership of which is not confined to persons employed by or under 
the Crown or any federation comprising such organizations, that its objects do 
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a civil servant contravening the law is disqualification and dis- 
charge from the service, but in cases of first offense one month is 
to be given for observance of the regulation. 

Concessions are made to the exceptional interests of indi- 
vidual civil servants by three clauses of the act finally passed. 
One provides that a civil servant who had had membership for 
six months in a union and under whose rules as of April 1, 1927, 
has had an accruing right to benefit during incapacity, or by way 
of superannuation, or on the death of himself or his wife, or as 
provision for his children, may remain a member of an organiza- 
tion having outside affiliations.°° The same privilege is extended 
to one already employed by or under the Crown and who later 
becomes an established civil servant, so long as he is not ap- 
pointed to a position of supervision or management.” Finally, a 
civil servant who also engages in some other employment, say as 
a musician, is permitted to be a member, delegate, or representa- 
tive of an organization ‘“‘of which the primary object is to influ- 
ence or affect the remuneration or conditions of ompugneent ¢ of 
persons engaged in that employment or occupation.” 

This section of the law is not amendatory of statutes in ef- 
fect, but is new legislation. Its objects are to strike at the Labour 
party, to avoid the danger of civil servants becoming involved in 
sympathetic strikes (though sec. 1 of the Act makes that illegal 
for anyone), to insure the undivided loyalty of those in the serv- 
ice, and, perhaps, to avoid pressure by unions to secure higher 
wages and better conditions in government employment. In the 
background was the fact that of 300,000 or 400,000 civil serv- 
ants, 130,000, a majority of whom were telephone and tele- 
graph operators and others employed in the postal service, had 
membership in seven organizations affiliated to the Trade Union 


not include political objects, and that it is not associated directly or indirectly 
with any political party or organization. 

“The expression ‘established civil servants’ above [writer’s italics] means a 
person serving in an established capacity in the permanent service of the Crown, 
and includes any person who, having been granted a certificate by the Civil Serv- 
ice Commissioners, is serving a probationary period preliminary to establishment” 
(sec. 5 [3] a.) 

* Sec. 5 (1) a. ™ Sec. 5 (1) b. ™ Sec. 5 (1) c. 
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Congress and the Labour party. In some instances this affilia- 
tion dated back to 1906. 

All of these seven organizations to which reference is made, 
were, like the union of American postal employees, non-strike 
organizations. There had not been a strike by civil servants 
since 1890, when an unorganized group of post-office employees 
in London went out. But during the strike of 1926, three of the 
seven unions affiliated to the Trade Union Congress, authorized 
the General Council to call them out, and voted support to those 
on strike. None of the unions were called out, and except for 
forty who went on unauthorized strike, it is admitted that the 
members during the stoppage acquitted themselves satisfactori- 
ly. Nevertheless it was this incident that was the decisive factor 
in causing the government to incorporate section 5 in its indus- 
trial disputes bill. 

Here again questions of principle, as well as questions of 
need for action, have been debated at length. These cannot be 
discussed and tested here. It may be pointed out, however, that 
trade-union organization and outside affiliations of postal em- 
ployees and others is permitted in such countries as the United 
States, Germany, and France, and in the British colonies. Sec- 
tion 5 marks a departure from generally accepted practice and is 
restrictive. But it should be pointed out, at the same time, that 
the civil servants in Britain secure more or less protection from, 
and have voice through, the Whitley councils, and that the gov- 
ernment had from an earlier date consented to arbitration of dis- 
putes relative to wages and certain other matters at the hands 
of the Industrial Court. The spokesmen for the government 
have made much of these facts in debate with the opponents of 
the legislation enacted. 

Finally, in section 6 of the Act, public contracts and the labor 
relations of public authorities are further controlled. The back- 
ground facts are, briefly, these: Some twenty local authorities, 
presumably all of them with labor majorities, had made mem- 
bership in appropriate unions a condition of employment in the 
several branches of the public service.* In Greenwich and Dept- 


* Hansard, 207, p. 256. 
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ford, and possibly in other instances, it had been ordered that all 
employees who did not belong to the union should join immedi- 
ately or be dismissed.*® It is alleged that in certain instances 
membership in the union had been a condition of employment of 
teachers and drug dispensers.°° The Poplar Guardians had 
passed a resolution that all awards of increases in salaries should 
be conditional upon membership in trade unions.** In other 
cases contracts were let only to unionized works, and in one case 
a minister in the Labour government is alleged to have disap- 
proved of a contract because a few non-unionists were employed 
in the plant involved. And of course many local authorities have 
made it a practice to observe union scales—a different matter, 
and one not affected by this legislation. 

On earlier occasions some of these practices had been ques- 
tioned in Parliament, and more recently recourse has been made 
to the courts, in some instances, to prevent them. Now the Con- 
servative government, no doubt from a mixture of motives, has 
come forward with the “principle of neutrality” with respect to 
membership in labor unions and secured the enactment of sec- 
tion 6 of the Act of 1927. 

This section provides that it shall be unlawful for any local 
or other public authority to make it a condition of employment 
or continuance in employment of any person that he shall or 
shall not be a member of a trade union. Nor is any employee of 
such an authority to be placed in any respect, directly or indi- 
rectly, under any disability or disadvantage as compared with 
other employees by reason of his being or not being a member of 
a trade union.” It is also made illegal for any authority to make 
it a condition of any contract that the parties to it shall or shall 
not employ union men.** Any condition imposed to the contrary 
is void and the contract therefore unenforceable.* Incidentally, 
penalties are now provided for the wilful breach of any contract 
of service with knowledge or reasonable cause to believe that the 

” Hansard, 207, p. 254. ™ Sec. 6 (1). 

® Hansard, 205, p. 1398. * Sec. 6 (2). 

“ Hansard, 207, p. 254. * Sec. 6 (3). 
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probable consequence will be injury, danger, or grievous incon- 
venience to the community.® 

Such are the provisions of the Trade Disputes and Trade 
Unions Act, 1927, which has produced the greatest clash and 
deep ill-feeling between the Conservative and the Labour par- 
ties, and which Labour has pledged itself to repeal if and when 
it secures power. 

H. A. Mrixts 

University oF CHICAGO 

* Sec. 6 (4) (writer’s italics). This was accomplished by adding to sec. 5 of 
the Conspiracy and Protection of Property Act of 1875, which applies to any 
person who “wilfully and maliciously breaks any contract of service or hiring, 
knowing or having reasonable cause to believe that the probable consequence of 
his doing, either alone or in combination with others, will be to endanger human 


life, or cause serious bodily injury or to expose valuable property whether real or 
personal to destruction or serious injury” (analyzed above, p. 308). 





THE TREND OF AGRICULTURAL EXPORTS 


N MY American Agriculture and the European Market { at- 
tempted to analyze the forces which were operating in the 
post-war period upon the chief export market for American 

agricultural products, and in broad outline to forecast the subse- 
quent trend in that field. The period under consideration ended 
with the year 1923, and the conclusions of the study were set 
forth in the following summary. 


Not merely is the foreign purchasing power of Europe today seriously 
impaired, but . . . . along with the lessened purchasing power of our one- 
time customers abroad there has gone a revival of agriculture in Europe 
and an expansion of farm production by our chief competitors elsewhere. 

The Europe which can be “reconstructed” out of the shattered mate- 
rials left by the Great War will be one of greater self-sufficiency, more 
meager standards of living, and careful searching for the cheapest sources 
of food and raw materials while capital losses are being so far as possible 
made up and debt obligations being adjusted We are returning to 
the position of declining agricultural exports of 1914, further accentuated 
by the events of the war and its after effects 

The United States in such a process of development falls to a position 
of small importance as an exporter of food to European markets, the tend- 
ency being toward flour for the tropics and the Orient rather than wheat for 
Liverpool and Hamburg; toward pork products rather than grain; and to- 
ward canned and dried fruits and vegetables and possibly canned and pow- 
dered milk for the Orient and the tropics, and probably more rice to Japan 
and even to China or India in times of crop failure. 

The altered circumstances of Europe’s economic life have already con- 
tributed to a serious decline in agricultural prices in the United States. They 
have forced some curtailment in our scale of production and a considerable 
falling off in most important lines of agricultural export. Even with this de- 
cline, however, the exports of 1923 were in the main above those of the five- 
year pre-war average. 

The downward course of cereal and beef exports is striking 

Cotton exports to Europe could hardly be said to have shown any defi- 
nite downward trend in the period before the war. Since the war they have 
fallen off as a result of short crops in our South as well as low purchasing 
power abroad. This shortage and the high price of cotton are stimulating 
the development of rival sources of supply in other subtropical areas, par- 
ticularly South America, India, and South Africa, but to a lesser degree also 
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in the Mediterranean region and Australia. It appears that any great per- 
manent increase of production in the United States in the future will require 
the use of rather expensive measures for the control of the boll weevil and 
possibly also the pink boll worm. This, taken with the general outlook for 
other items of production cost, seems to promise cotton prices in America 
which will continue to stimulate production in other lands. In view of the 
growing capacity of our own cotton mills to consume the bulk of domestic 
supply, this suggests possibilities of a diminished importance for the Euro- 
pean market even in this field. 

Since this passage was written the actual production and 
trade figures of four more years have become available, and this 
lapse of time has made it possible to check again the analysis of 
the factors entering into the problem, detecting errors of fact or 
reasoning, and constructing a new estimate of the further trend. 

The general conclusions of the 1923 study, as quoted before, 
may be summarized under three heads: (a) that Europe might 
be expected to take decreasing amounts of American cereal and 
live-stock products; (0) that high production costs for cotton 
would tend to curtail exports even in that favored field of Ameri- 
can agricultural production; and (c) that our dwindling impor- 


tance as an exporter of food to Europe might be to some extent 
compensated by the development of markets in tropical coun- 
tries, the Orient, and elsewhere. These propositions will now be 
re-examined under several convenient subheadings. 


I. THE CON IINUED DECLINE IN LIVE-STOCK EXPORTS 


The decline in farm exports, which on the basis of 1923 fig- 
ures appeared to me to be again under way, was most marked in 
the case of live-stock products. The figures for the four subse- 
quent years confirm the impression of our continued withdrawal 
from this export field. In view of the different influences operat- 
ing on the different classes of live-stock products, a few com- 
ments, group by group, seem called for. 

Mutton and wool.—As for sheep, we have of course always 
been practically on a domestic consumption basis for mutton and 
importers of wool on a considerable scale. In spite of the rather 
stiff wool duty, imports now stand at a figure much higher than 
those before the war, and, though fluctuating a good deal from 
year to year, show no clear tendency to decline. 
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Beef.—Exports of beef products had shrunk almost to the 
disappearing point in the years just preceding the World War. 
Immediately after the war they stood for a few years at a some- 
what higher figure, but this was merely an incident of post-war 
liquidation of supplies. Today they are below even the pre-war 
figure, and, in view of the fact that our live-stock industry has 
now just about effected a readjustment in its scale of operations 
calculated to maintain stronger prices in the future, it seems 
quite certain that beef-product exports will hereafter be of al- 
most negligible size and purely incidental in character. That is 
to say, they will consist of exports of beef by-products such as 
oleo to Europe and of some canned and pickled beef, chiefly to 
Western Hemisphere markets. Total beef exports in 1926-27 
amounted to only 125.8 million pounds and, of this, 23.9 million 
consisted of fresh, canned, and cured beef, the bulk of which 
went to the West Indies, Labrador, Newfoundland, and other 
non-European markets, and 92.7 million consisted of oleo oil and 
stock (Fig. 1). 

Pork.—Pork products constitute the item of overshadowing 
importance in our export of live-stock products, and by every in- 
dication the one which promises most permanence. The United 
States, with its unmatched Corn Belt section, is the world’s pre- 
mier swine-producing area. Europe, in particular, is unable to 
meet economically the demand of her own population for pork 
and lard, which are one of the cheapest forms in which meat and 
fat requirements can be met. Ireland, Denmark, and Central 
Europe already have their swine-producing operations well up 
to their top mark. Argentina, the chief corn-producing rival 
of the United States, passed from a pre-war position as an im- 
porter of pork products in considerable amount to a war-time 
export amounting to 27.5 million pounds, but has now dropped 
‘to hardly more than 5 per cent of that amount. Meanwhile, 
Canada, which buys corn rather liberally in the United States 
to supplement her own swine feeds, has risen to an export of 
some 150 million pounds of pork products annually as com- 
pared with a pre-war figure of about 25 million pounds net. By 
contrast, United States exports of hams and bacon declined 





THE TREND OF AGRICULTURAL EXPORTS 333 


from 1,079.1 million pounds in 1919-20 to 271.2 million pounds 
in 1926—27, and of lard from 1,014.9 million pounds in 1923-24 
to 675.8 million pounds last year (Fig. 2). The amount of pork 
products which went to Europe just after the close of the war 
was more than g1 per cent of the total export of these products, 
whereas today it has dropped below 80 per cent of the total. 
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Fic. 1.—Exports of beef products from the United States, 1897-1927 


Commenting on the situation and outlook, the president of 
the Institute of American Meat Packers, in an address at their 
annual convention in October, 1927, said: 


The latest figures show a decrease of about 26 per cent in value and 14 
per cent in volume during the first eight months of the year as compared 
with 1926. Expressed in terms of money, this means a decline in the value 
of meat and lard exports of more than $40,000,000. The export outlook ap- 
pears to hold no promise of early improvement, owing to increased produc- 
tion of live stock in European countries, which normally are the chief cus- 
tomers for American meats. 

Evidence goes to show that the low export demand during 1927 was in 
part due to the heavy slaughterings in Germany and other Central European 
countries as a result of a rather unfavorable crop year and expensive feed. 
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Any considerable reduction of European herds would tend to create a 
stronger demand for our exports, and it is true that the outward movement 
for the first few months of 1928 for the first time in several years showed in- 
crease over the corresponding months of the preceding year. 

On the other hand, the swine industry of the United States is likewise 
apparently moving into the down-swing of its cycle. Should this result in 
any considerable enhancement in the domestic price basis, the current re- 
covery in export movement would presumably be short-lived. As a long-run 
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Fic. 2.—Exports of pork products from the United States, 1897-1927 


consideration, also, we must not forget the oncoming menace of the corn 
borer. A considerable part of our hoid in the export market for pork prod- 
ucts has béen due to the surplus lard from corn-fed hogs. In proportion as 
future farm practice might turn toward a larger utilization of other feed 
crops, we should presumably find a diminished lard surplus and a tendency 
for this branch of export trade to be more or less impaired. 


Il. THE ARRESTED DECLINE IN CEREAL EXPORTS 
The sharp decline in cereal production which characterized 
a decade or more prior to the World War practically extin- 
guished corn exports, brought wheat to a very low trough in 
1911, but with some recovery in the three subsequent years, and 
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showed lesser declines in oats, rye, and barley. Looking at the 
figures up to the end of 1923, there was apparent a very sharp 
decline from the stimulated war-time exports which I then 
thought would amount to a resumption of the pre-war decline 
and result in bringing the United States to a comparatively un- 
important position as a cereal exporter. While there seems still 
to be substantial reason to expect that as the long-time trend, 
there is a diversity of influences at work in this field and we 
should pause for some further analysis in the light of the addi- 
tional four years’ experience. These include several changes of 
a technological character and also developments in the Russian 
situation not entireiy in line with the hopes of recovery enter- 
tained four years ago. 

Corn.—Exports of corn were kept at a high figure for sev- 
eral years immediately following the war by reason of the fact 
that we had an unprecedented succession of large crops in this 
country. From 179.5 million bushels as the high point in 1921- 
22, exports have receded to 13.4 million bushels in the calendar 
year 1927. Present exports amount to only about one-half of 1 
per cent of the total crop, and Europe’s share in the trade is of 
minor significance, since something like three-fourths of our 
corn exports go to Cuba, Mexico, and Canada. Nor does there 
seem to be reason to suppose that the negligible present impor- 
tance of the corn export market will be altered in any material 
way. Argentina can, upon occasion, enter our Eastern seaports 
over a 15 cent tariff, and the Corn Belt is suggesting an ad- 
vance in this duty. 

Oats —From 73.9 million bushels in 1897-98, United States 
exports of oats slipped down to about 3 million bushels annually 
in the pre-war years, excepting the large crop of 1912-13, when 
exports exceeded 36 million bushels. Since their war-time stim- 
ulation, oat exports have again been sliding off and stood at 13.6 
million bushels in the calendar year 1927. One force which 
might tend to maintain the volume of oats exports a little above 
the pre-war level is the sharp decline in the use of this grain as 
horse feed as a result of the widespread use of trucks and trac- 
tors. It has proved difficult as a problem of farm organization to 
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find a substitute crop, and the acreage in proportion to the de- 
mand for oats as feed is still excessive. Almost one-fourth of 
our export oats go in the form of oatmeal, and this market 
would doubtless continue to be attractive to our producers even 
when export in the form of grain was abandoned or curtailed. 

Bariey.—Barley exports were of small importance before 
the war, at which time also we imported considerable amounts 
of high-grade barley for malting purposes. Since the war, barley 
exports’ have run as high as 34.6 million bushels and as low as 
13.9 million. The crop of 1926 gave an export of 19.7 million 
bushels, but the 1927 crop was much larger, and the heavy au- 
tumn exports brought the total for the calendar year 1927 up to 
40 million bushels. Acreage is now more than 25 per cent above 
the pre-war figure, having increased each year but one since 
1922. Both acreage and production in 1927 exceeded all pre- 
vious records, and the prospect seems to be for the maintenance 
or increase of the present volume of exports. While the total 
volume of the trade is not such as to make it an important item 
as compared with wheat, it probably will contribute something 
toward solution of the problem of adjustment of the oats acreage. 

Rye.—Since the war, exports of rye from the United States, 
though fluctuating sharply with variations in production, have 
been maintained at levels much above pre-war. The maximum — 
figure was 51.7 million bushels in the fiscal year ending June 30, 
1923, and the minimum of 12.6 million bushels three years later. 
Last year they rebounded to 21.7 million bushels and have been 
moving at an even heavier rate from the large 1927 crop. Acre- 
age showed a downward tendency from 1922 to 1926, but rose 
somewhat last year, which chanced also to be a year of high 
yield per acre. European demand is greatly strengthened by the 
continued virtual absence of Russia from the export market. 
This factor in the siiuation will be discussed further in connec- 
tion with wheat exports. 

Wheat.—Chief interest naturally centers upon exports of 
wheat and wheat flour, since this commodity far exceeds in vol- 
ume the exports of any of the other cereals. It now stands rough- 


* Including flour and malt. 
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ly in the ratio of 3 to 1 to the total of corn, barley, oats, and rye 
exports.” 

The movement of wheat* to foreign markets reached a max- 
imum of 239.2 million bushels in the fiscal year 1902, and min- 
ima of 46.3 million bushels in 1905 and 71.3 million bushels in 
1911. The stimulus of the war movement created a new peak of 
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Fic. 3.—Exports of grain, wheat (including flour), and flour from the United 
States, 1897-1927. 


369.3 million bushels in 1921, from which it dropped off to a low 
of 108.0 million bushels following the short crop of 1925. The 
two subsequent crops have both been large, and exports have in- 
creased accordingly. If the present trend of production con- 
tinues and no sharp increase in foreign competition should occur, 
it would seem that any downward trend in our wheat exports 
would show a definite flattening out for the present. Both do- 
mestic production and foreign competition should therefore be 
carefully considered. 

The situation as to domestic production is extremely inter- 

*In the last five pre-war years the ratio was 5 to 1. 

* Flour included. 
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esting. The weight of war-time stimulation fell upon wheat pro- 
duction with particular force. Not only were old wheat-produc- 
ing areas induced by the joint appeal of patriotism and prices to 
return to the ranks of wheat production, but likewise the frontier 
of the nation’s wheat area was pushed out vigorously into West- 
ern lands which under conditions of pre-war agricultural or- 
ganization had been left to the less intensive uses of live-stock 
production. With the sharp decline in domestic prices as the 
war-time demand abated and our foreign competitors came vig- 
orously back into the market, a considerable part of this area 
became unprofitable, and a painful process of downward revi- 
sion of the acreage figures was made necessary. Where there 
had simply been a reversion to wheat growing in the older agri- 
cultural areas the readjustment was relatively easy. Where it 
had actually opened up new territories and identified the invest- 
ment, employment, and residence interest of farmers in the busi- 
ness of growing wheat, the readjustment was more difficult. It 
involved on the one hand the actual abandonment of farms or 
even whole communities, and on the other a grim hanging on to 
these properties even in the face of unprofitable returns and the 
most meager standards of living. 

Along with this, however, there was waging a determined 
and resourceful battle to improve the technique of wheat farm- 
ing under the soil and climatic conditions of the given areas in 
such a way as to reduce production costs to a point low enough 
to permit at least a living return from the land under average 
climatic conditions and such a level of wheat prices as might 
eventuate as the process of world-wide readjustment worked it- 
self out. The two critical margins of this readjustment effort were 
in the Southwest, notably Kansas, and the interior Northwest, 
notably Montana. Table I presents some interesting figures as 
to the wheat acreage in these and other states over a period of 
years. These figures seem to indicate a definite downward tend- 
ency in the older and more easterly parts of the Wheat Belt, 
notably Minnesota,‘ and ability of the Pacific Northwest to 
maintain its position as a producer largely for the export market, 


* Most of the states from there east manifest the same tendency. 
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but not to expand its acreage under present conditions. By con- 
trast, the growth in the Montana and North Dakota’ section and 
in the Southwest, particularly Kansas and Oklahoma, .is very 
marked. In both the latter areas we find large tracts of land of 
virgin or relatively fresh fertility being farmed in large units to 
produce wheat of excellent quality at a minimum of cost with 
tractor-drawn tillage implements and combine harvesters. 


TABLE I 


TREND OF ACREAGE IN SELECTED STATES, 1901-27* 
(Mixtrons or AcrEs) 
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* United States Department of Agriculture yearbooks, 1901~26. 


There has thus been introduced within the last few years a 
factor of changing technique which has tended to enlarge sup- 
plies, maintain our export position, and retard recovery of prices 
of wheat. Speaking in early 1924, I did not foresee an expansion 
of this sort on the basis of the then trend of farming costs and 
the outlook for wheat prices. This new stimulus to production, 
however, has introduced a significant force and given us a larger 
group than was to be expected, producing wheat on a basis which 
permits the growers to survive in competition on the world-mar- 
ket. On the other hand, however, it makes more keen the compe- 
tition for producers in sections where such reduction in costs is 
not attainable, since the methods by which it is brought about 


"South Dakota shows a trend almost identical with Minnesota. 
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are not feasible in the older regions of general farming, of small- 
er fields, and of heavier rainfall. For them the new trend consti- 
tutes cutthroat competition which may be expected gradually to 
reduce somewhat their wheat output. It must not be forgotten, 
however, that wheat has an important place in many systems of 
crop rotation and that it will retain a strong place in nearby 
markets even when distant areas are increasing production, as 


TABLE II 


WuHEat PRopuctION IN CERTAIN COMPETING COUNTRIES, 1900-1927* (IN MILLIONS) 
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* International Institute of Agriculture, yearbooks of agricultural statistics; United States De- 
partment of Agriculture yearbooks. 

t The Canadian Grain Trade Yearbook states that these crops were under-estimated by about 
25,000,000 bushels. 


¢ Census of rgor. 
§ Five-year average, 1898-1902. 
|| Five-year average, 1910-14. 


before indicated. The net effect, therefore, will be strongly in 
the direction of forcing more wheat into the foreign market with- 
in the next few years than could otherwise have been expected. 

The strength of our foreign competitors in the European 
market has continued unabated since the time of the earlier dis- 
cussion. The increase has been most marked in Canada, which 
is naturally our closest competitor. The trend of acreage and 
production in that country and also in Argentina and Australa- 
sia are shown in Table II. 

As for the situation in Europe itself, it has been more favor- 
able to wheat exports from this country than might have been 
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expected four years ago. The recovery of buying power has 
moved at the slow rate suggested at that time, but the urge to- 
ward as great a degree of self-sufficiency as possible has-not re- 
sulted in the recovery of domestic supply even to the pre-war 
figure (see Table III). Italian hopes of raising their own wheat 
in Northern Italy have not been outstandingly successful, and 
it is estimated® that total wheat production for Europe, exclusive 


TABLE III 


WHEAT PRODUCTION IN SELECTED EUROPEAN COUNTRIES, 1900-1927* 
(MILLIONS OF BUSHELS) 
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* United States Department of Agriculture yearbooks. 

t Norway, Sweden, and Denmark. Beginning in 1920, new Danish boundaries. 

: me heundutn. 

|| IQOQ-13 average. 

{ Excluding Alsace Lorraine. 

** Excluding Ireland. Figure for Scotland preliminary. 
of Russia, is today running nearly 9 per cent below the 1909-13 
average. Most important of all, the breakdown of the Russian 
economic system has proved more thorough than we were will- 
ing to believe, and actual exports of wheat and rye from that 
country much more scanty than the Soviet authorities were 
zealously schooling us to expect four years ago. The resumption 
of even nearby trading relations has made none too good prog- 
ress (see Table IV), and thus the import needs of the European 
deficit countries have supported the export trade of the United 
States, Canada, Argentina, and Australasia with unexpected 
strength. 


* United States Department of Agriculture Yearbook (1926), p. 809. 
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While this demand has to that extent mitigated the keen- 
ness of competition in an already highly competitive situation, it 
simply defers the day when one further prop will be removed 
from the export market in which our surplus wheat must be sold. 
Even though recovery be long deferred, it must be supposed that 
Russia will eventually be restored to the position of a heavy ex- 
porter of cereals, and this export, if the trend of expansion, par- 
ticularly in Canada, is maintained, will come into a market 
which can be quite adequately supplied from other countries 
with little or no help from the United States. Although it is to be 


TABLE IV 


Net Exports OF WHEAT FROM SELECTED EUROPEAN COUNTRIES* (000 QUINTALS) 
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* International Institute of Agriculture yearbooks of agricultural statistics. 


expected that low costs of production and of water transporta- 
tion and the way in which they can fit into the seasonal organiza- 
tion of the market will permit wheat producers from the Pacific 
Northwest and the Gulf Southwest to dispose of some surplus in 
the European market for a time as far as we can see ahead, it 
would appear that, after its present flattening out, the trend of 
our cereal exports will in time again resume its downward course. 


III, THE FUTURE OF COTTON 


The growing of cotton is a branch of agriculture for which 
our resources are so much in excess of domestic needs and for 
which the chief other consuming countries are so little adapted 
that our position in the réle of exporter is secure indeed. At the 
same time it is well to recognize that potent forces have been 
working in this branch of world-agriculture during the last few 
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years. Fortunately their trend, which was rather obscure four 
years ago, has now become sufficiently clear so that certain ob- 
servations on the future may be hazarded. 
The first intimation that the supremacy of the United States 
in the world’s cotton market might ever be disputed came with 
TABLE V 


ACREAGE, YIELD, AND PRODUCTION OF COTTON IN THE 
UNITED STATES, 1900-1927 
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* United States Department of Agriculture yearbooks. 


t These figures are for acreage harvested. “he decline in this 1927 
figure reflects some abandonment due to flooa -onditions, whereas the 
average acre yield was likewise low as a result of several unfavorable grow- 
ing conditions. The major reason for the decline in acre was appar- 
ently the disappointing price received for the previous year’s crop. 


the spread of the boll weevil. Although invasion by this pest 
commenced in the early nineties, the spread from its point of 
origin in Texas to the heart of the cotton belt was comparatively 
slow. Yields were fairly well maintained practically up to the 
outbreak of the World War, declines in productivity being easily 
compensated by increases in acreage, as is seen in Table V. 
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The war-time drain upon cotton stocks, together with a suc- 
cession of poor producing years, heavy production costs, and 
high cotton prices stimulated a tremendous effort on the part of 
importing countries and those which had some potentialities for 
cotton production to develop sources of cotton supply outside 
the United States. In spite of a moderate degree of response, 
three difficulties have militated against the complete success of 
the movement. 

In the first place, most of the cotton-producing countries are 
adapted to the production of the very coarse grades or the finer 
long stable and Egyptian types of relatively less demand than 
the middle grades of ordinary staple cotton, such as is produced 
so abundantly in the United States and consumed in such large 
quantities in the ordinary cotton-goods trade. In the second 
place, cotton production requires both an abundant supply of 
cheap but experienced and dependable labor and considerable 
capital and managerial ability on the part of the planters. While 
this could doubtless be developed over a period of twenty-five, 
fifty, or one hundred years in Asia, Africa, or South America, as 
it has been in the United States, it is by no means possible of ac- 
complishment in a five-year period, nor at all unless the supply 
of cotton is so scanty and prices so high as to furnish an attrac- 
tive lure to enterprise in a new and difficult field. British inter- 
ests found it necessary to offer considerable subsidies, and even 
so the results were decidedly discouraging. In the third place, 
the lands which in terms of climate, fertility, and topography 
offer greatest promise of adding materially to the world’s cotton 
supply are located in the heart of Brazil and in interior Africa 
where railroad or other transportation facilities are undeveloped 
and where enormous expenditures, public as well as private, 
would have to be made before agricultural development of any 
great economic significance could be accomplished. 

Table VI shows the trend of cotton production in the United 
States and in the chief foreign producing countries during the 
last eighteen years. Had the downward trend which brought 
American production from an average of 13 million bales in the 
five-year pre-war period to less than 8 million bales in 1921 and 
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an average of 9.3 million bales in the three-year period 1921-23 
persisted, the expansion of non-United States production would 
doubtless have continued. Since the low point of 1921, however, 
the American cotton-growing industry has shown a remarkable 
reversal of form. Acreage has mounted, not only steadily, but 
spectacularly, and production in 1926 more than doubled that of 


TABLE VI 


CoTToN PRODUCTION OF UNITED STATES AND CHIEF OTHER PRODUCING 
COUNTRIES, 1905-27* (THOUSANDS OF BALES) 








United |Arsentina Other Russia 


States Pom a2 Egypt Africa (Asiatic) 


Year 





1909-1910 to 
13,033 1,453 64 3,585 
(Average) 
16,135 1,337 59 4,359 
II, 192 989 64 3,128 
11,450 1,048 67 35759 
II, 302 1,304 52 35393 
12,041 999 74 3,328 
11,421 1,155 93 4,853 
13,440 1,251 | 156 3,013 
7954 go2 | 100 | 3,752 
9,762 1,391 | 154 4,245 
10,140 1,353 236 4,320 
13,628 1,507 | 341 5,095 
16,104 1,629 416 5,230 
17,977 1,407 | 285 4,162 
12,789} 1,250f| 149t 4,597t 


























_ * Data from the United States Department of Agriculture and the International Institute of 
Agriculture, except as otherwise stated. 


t Chinese Cotton Mill Owners’ Association. Figures represent the crop in the most important 
cotton-producing provinces where the commercial crop is grown. Most of the cotton produced in other 
provinces is used for home hand-loom consumption. 


} Preliminary. 
the low point and showed nearly 50 per cent increase from what 
was regarded as normal on the basis of the pre-war average. 
The crop of 1927, which dropped to almost exactly the 1909-13 
average figure, showed the effect of extraordinary floods and un- 
favorable growing conditions and is not to be regarded as in any 
sense typical of what we may expect in the future. 

There is much evidence to indicate that several forces are 
now working cumulatively to stop the decline in volume and in- 
crease in costs of production which had been operating in our 
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cotton industry. In the first place, measures of boll weevil con- 
trol, both through the use of insecticides and through the modi- 
fication of cultural methods, have made substantial progress. 
Perhaps more important than this is the geographical shift of 
the industry which has accompanied the recent large expansion 
in acreage. This shift has been toward the west, into subhumid — 
regions where tillage costs are lower, weed and weevil control 
easier, and conditions of harvest somewhat more advantageous. 

The latter point brings us to a consideration of the third in- 
fluence which appears to promise more and cheaper cotton. The 
use of “sleds” for cotton gathering in the drier sections just re- 
ferred to, the continued progress of the mechanical cotton pick- 
er, and the perfection of methods for handling at the gin cotton 
which contains more trash and “bollies” than that received un- 
der ordinary hand-picking methods has resulted in considerable 
reduction in harvesting cost and in the promise of still further 
improvement in the future. All in all, it appears likely that the 
United States can for some time to come meet the competition of 
other regions for ordinary grades of cotton at levels of price 
which will assure our continued dominance of the field. Even in 
the matter of long staple cotton, the progress in California, Ari- 
zona, and New Mexico is such as to provide well for the needs of 
tire manufacturers and other users of long staple cotton and to 
protect us against undue dependence upon the Egyptian supply 
of the finest grades of long staple. 

Cotton exports constitute the largest item by value in our 
agricultural group. They showed a strong upward trend in the 
years preceding the World War, with a high point of over 11 
million bales in 1912 (fiscal year ending June 30). From this, 
they dropped to a low point of 4.6 million bales in 1918, from 
which they have been steadily recovering to a new high record 
last year (1927) of 1114 million bales. 

One factor which seems destined to exert a retarding influ- 
ence on future cotton exports is the growth of our own spinning 
and weaving industry, tending, as it does, to consume a larger 
part of the supply of raw cotton, not alone for domestic con- 
sumers, but for export in the finished form. A similar growth of 
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cotton manufactures in Canada and an even more striking de- 
velopment in Japan all operate to lessen our dependence upon 
the European market. 

Prior to the World War about 95 per cent, and in some years 
an even larger proportion, of our cotton exports were taken by 
European importers. In 1919 the European takings were only 
81.4 per cent of the very small export of that year, and, after 
moderate increase, they again declined to 81.7 per cent in 1926 
and 73.3 per cent in 1927. Meanwhile Japanese takings have 
risen from less than 3 per cent of our exports during the period 
prior to the World War to 14.2 per cent of the record-breaking 
exports of 1927. Canadian imports are now more than double 
the pre-war figure and apparently showing a consistent upward 
trend, although they have never much exceeded 4 per cent of our 
total export. 

Not less striking than the realignment between European 
and non-European users is the shift in Europe itself. In the dec- 
ade following the Civil War the United Kingdom absorbed 72 
per cent of our total European cotton exports. This percentage 
dropped rather steadily to 43 per cent in the five-year pre-war 
pei.od. Indeed, the single (fiscal) year 1913-14 showed only a 
scant 40 per cent going to the United Kingdom. At the conclu- 
sion of the World War, with Germany largely out of the picture, 
the United Kingdom was again absorbing between 55 and 60 
per cent of Europe’s cotton imports from the United States. But 
so rapidly has this situation changed during the last few years 
that today Germany, even with her curtailed boundaries, ap- 
pears to be on the verge of disputing first position with the Unit- 
ed Kingdom. In the fiscal year ending last June, our exports of 
cotton to the United Kingdom were 2.7 million bales; to Ger- 
many, 2.4 million. On such a showing the United Kingdom fur- 
nishes a market for 31 per cent of our cotton exports, Germany 
for 28 per cent, and, as previously mentioned, Japan takes a lit- 
tle better than 14 per cent." 

"The two paragraphs above are, with slight modifications, quoted from E. 


G. Nourse, “The Farmers’ Interest in European Trade Relations,” Proceedings of 
the Academy of Political Science (January, 1928), p. 16. 
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IV. THE GROWTH OF MINOR AGRICULTURAL EXPORTS 


Cotton, cereals, and live-stock products always have consti- 
tuted the great bulk of American agricultural exports. Even 
with the present curtailment in exports of packinghouse prod- 
ucts and grains, the three groups still constitute some 82 per 
cent of total agricultural exports. Of the minor items which 
make up the remaining 18 per cent, tobacco is the one of great- 
est single importance, and an export commodity which has 
bulked large in the export trade of the United States since Co- 
lonial times. 

Tobacco exports during the last few years have averaged a 
little above $150,000,000 annually, and in physical terms are 
maintaining a level of some 500 million pounds per year since 
the war as compared with less than 400 million pounds just be- 
fore the war and about 328 million in the five-year period 1900- 
1904. A striking factor of the tobacco situation is that the Eu- 
ropean takings show comparatively little variation over this 
whole period, whereas the rather considerable increase in vol- 
ume is accounted for by the expansion of exports in other mar- 
kets, particularly China. The Chinese market absorbed but 
459,000 pounds of United States tobacco in 1900 as against 85,- 
791,000 in 1926. Since the figure for this latter year amounted 
to 18 per cent of our total export of tobacco in the unmanufac- 
tured state, and since China also took nearly two-thirds of our 
total export of cigarettes, which are the important item in our 
exports of manufactured tobacco, it is a matter of some concern 
to the American tobacco industry whether present internal dis- 
turbances in China will result in the disruption of this flourish- 
ing trade. 

Nor is tobacco the only one of the minor agricultural exports 
which has shown a tendency to push forward in the period since 
the close of the World War. Some vegetables and a considerable 
number of fruits, chiefly in the canned or preserved state, but to 
some extent as fresh fruits, have been finding an increasing mar- 
ket in Europe, the Orient, South America, and elsewhere. As our 
agriculture has to a greater or less extent withdrawn from the 
field of competition with newer countries in supplying staple 
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products of extensive types of agriculture, such as meat and 
grain, to world-markets, it has turned more and more toward in- 
tensive lines of production, such as dairying and horticulture. 
As for dairying, the competition of Denmark, New Zealand, 
Russia, Argentina, and others is so keen as to afford no incen- 
tive for American producers to enter the export field. Their en- 
ergies during the last few years have been toward warding off 
foreign imports through the erection of tariff barriers, while at 
the same time they exploited as aggressively as possible a do- 
mestic market bereft of beer and showing some susceptibility to 
the cult of the new god, Vitamin B. Today our insignificant ex- 
ports of butter are chiefly tinned product for the tropics, and 
there are also seasonal imports. 

The horticulturist, on the other hand, seems to have found a 
somewhat more responsive outlet. Both private traders and the 
more aggressive co-operative associations have been vigorously 
exploiting the British market for apples, the German market for 
prunes, an outlet for oranges in the Orient, raisins in Japan, and 
canned goods everywhere. To walnuts, almonds and pecans 
much the same statement would apply. 

If we examine the statistics of exports of fruits, vegetables, and nuts, 
both in their natural state and processed, we find today a value total ex- 
ceeding that of the present shrunken export of packinghouse products, not 
greatly inferior to the value of tobacco exports, and roughly more than one- 
third of the grain group and nearly one-sixth as great as cotton. 

A prosperous Europe in a position to indulge a taste for semi-luxuries 
would offer an attractive outlet for the expanding product of a branch of 
agriculture characteristic of our present more mature stage of national de- 
velopment and in which the competition of newer agricultural lands tends 
to be less severe. As it is, Europe shows a nearly tenfold increase in im- 
ports of American apples as compared with 1900, and four and a half times 
what she took in 1914. Her takings of dried and canned fruits and vege- 
tables amounted to about four times those of 1900, and more than three 
times those of 1914. At the same time we should not fail to observe that 
Cuba took in 1926 twice as great a value of vegetables and vegetable prep- 
arations, and Canada some three and a half times as great a value, as did 
the United Kingdom, which is by far the most important European cus- 
tomer. Mexico, Panama, and Australia together just about equaled the 
European takings. In the international trade in fruits and nuts, Canadian 
imports were practically half as great as those of the United Kingdom, 
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while Mexico, Brazil, China, the Philippines, and Australasia were all good 
customers comparable to Belgium, Denmark, France, or Norway, but in- 
ferior to Sweden, the Netherlands, or Germany, and not in the same class 
as Great Britain. 


V. EUROPEAN VS. NON-EUROPEAN EXPORT MARKETS 

This brings us to the third consideration suggested at the 
opening of the present article, namely, the possibility that our 
dwindling importance as an exporter of food to Europe might be 
to some extent compensated by the development of markets else- 
where. I referred*® four years ago to a possible “tendency to- 
ward flour for the tropics and the Orient rather than wheat for 
Liverpool and Hamburg . . . . toward canned and dried fruits 
and vegetables and possibly canned and powdered milk for the 
Orient and the tropics, and probably more rice to Japan and 
even to China or India in times of crop failure.” 

All in all, it must be admitted that this attempt to inject a 
note of optimism into the situation has not been so well support- 
ed by subsequent developments as have the gloomier predictions 
as to the inability of the European market to play a satisfactory 
réle in the revival of American agriculture. The Chinese market 
for flour, which showed not a little promise for a period about 
1923, slumped sharply in the following years. From a peak of 
3.5 million barrels in 1923, flour exports to China are now down 
to 1.5 million barrels. At that point it about doubles the average 
of the two preceding years. Whether this reflects buying for mili- 
tary purposes or not, it is hard to see how the process of economic 
dissolution now in progress in China can do other than impair this 
export trade from the United States. We have already referred 
to the possibly unfortunate effects of these developments upon 
our tobacco industry, and somewhat the same concern may be 
had for our budding trade in dairy and horticultural products. 
China’s takings of condensed, evaporated, and powdered milk 
reached nearly 11 million pounds in 1926, in which year also she 
took 59,000 boxes of oranges as against 9,000 in 1922, and 4.5 
million pounds of raisins as against .8 million. 

As for Japan, the situation is better, though not extraordi- 

* American Agriculture and the European Market, p. 234. 
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narily favorable. With more stable economic and political or- 
ganization and a much desired item of exchange in the form of 
silk, Japan seems to be developing a fairly satisfactory outlet for 
several of our cereal products, cotton, and some canned milk. 

Our political ties with the Philippine Islands tend to foster 
the growth of trade from that quarter and to induce a back- 
flow of agricultural products raised in the United States. The 
export of processed milk now amounts to nearly 20 million 
pounds annually, and wheat and flour to 2 or 3 million bushels, 
with no prospect of striking expansion. 

It is in the West Indies and other Caribbean countries that 
the dovetailing between our productive resources and those of 
the tropics, along with nearness and the growth of industrial 
trade relations, causes the non-European phase of our agricul- 
tural export trade to show some of its most flourishing develop- 
ments. Even so, political turmoil in Mexico and Central Amer- 
ica has undoubtedly retarded the expansion which would have 
otherwise been possible in these quarters, and there seems little 
reason to suppose that progress will in the near future move 
ahead at such a rapid pace as materially to alter the situation. 
Cuba possesses a large purchasing power in our market through 
her sugar and other tropical exports. Part of this she uses to buy 
large imports of wheat flour, oatmeal, rice, and other cereal 
products, canned meat, lard and lard compounds, butter, cheese, 
eggs, potatoes, and other minor items. 

After all is said and done, to have a really important market 
for the high class of agricultural products which can afford trans- 
portation costs from middle or western United States to foreign 
markets requires a comparatively dense consuming region of rel- 
atively high standards of living. Such centers have existed in the 
past, chiefly in European countries, and still do to a large extent. 
As population grows in the newer parts of the world it tends to 
be first through the development of the extractive industries and 
to push over into the industrial field at a somewhat tardier pace, 
so that such populations are largely supplied from domestic 
sources and are open to the exploitation of American export in- 
terests chiefly for commodities for whose production these coun- 
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tries have little or no climatic advantage or for whose processing 
we have developed exceptional facilities. This appears to mean 
that even in the future we need not expect these newer lines of 
agricultural export to develop at so swift a pace as really to com- 
pensate for the decline in the older staple lines. A new forward 
surge of economic progress in Asia, Africa, and South America 
would do much toward improving this situation, not alone by 
stimulating our markets in these countries themselves, but by 
quickening the tides of trade between them and the principal 
nations of Europe. The latter development, as it increased the 
prosperity of those nations and the purchasing power of their 
citizens, would quicken demand in what is still the most expansi- 
ble market for American products of the specialty class and of 
such staples as we can still supply in the face of Canadian, Ar- 
gentinian, Australasian, or other outside competition. 

While it is anybody’s guess whether or how soon such an ex- 
panding era of international trade and economic growth may 
take place, to the present writer the outlook in the spring of 1928 
does not seem to be such as to give the farmer much more cheer 
than was vouchsafed to him in the spring of 1924. 

E. G. NouRSE 


INSTITUTE OF ECONOMICS, 
Wasurncron, D.C. 





A SUGGESTION FOR SIMPLIFYING THE STATEMENT 
OF THE GENERAL THEORY OF PRICE 


I, THE HISTORICAL QUEST OF A FORMULA 


STUDENT of the history of price theory must be increas- 
ingly impressed by the ease with which modern view- 
ints, hailed as revolutionary advances, are to be found 
in the older writings, when one is properly prepared and knows 
just what to look for. Forms of expression seem to have evolved 
much more than the theory itself, and the earlier thinkers ap- 
pear to have been groping for clearness in the statement of mat- 
ters which in substance were fairly understood. With surpris- 
ing frequency we find their conclusions right but the reasons 
given for them wrong, or the reasons themselves misstated rather 
than incorrect in a way which definitely convicts the authors of 
error in conception. One comes to doubt the real novelty of any 
proposed idea in price theory, and even to harbor misgivings 
about the connection between reasons or theories and practical 
conclusions. The following remarks will yield the one point and 
“assume”’ the other. Without pretense of essential originality, it 
will be taken for granted that accuracy, clearness, and simplicity 
of statement are of some account,’ and a suggestion will be offered 
*In favor of this assumption one has the analogy of the physical sciences, to 
which appeal is so often made these days; they seem to have gotten ahead by the 
aid of theories, as well as empirical laws. The two are not to be confused. Any 
proposition which affects to explain is intrinsically metaphysical; it goes behind 
and beyond observed facts. Boyle’s law may be said to state a fact of observa- 
tion, but the kinetic theory of gases, propounded to explain the law, certainly 
does not. 

It is worth noting, too, that we have a kind of knowledge of the reality of 
the ideas, ends, et¢., in terms of which we “explain” human behavior, which we 
never think of achieving in connection with the forces, particles, and undulations 
of physics. For we (think we) get inside of human beings by a process of com- 
munication, where we only postulate or infer in regard to inanimate behavior. 
To be sure, many “psychologists” are led by a particular brand of a priori philos- 
ophizing to hold that communication is only a similar process of inference, that 
the behavior of the “organism” is alone observed. But this position is untenable 
for two reasons. Not only is the universal testimony of common sense (the final 
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as to the form of statement, looking merely to reducing the num- 
ber of sources of confusion or difficulty in expounding the me- 
chanics of exchange economy. 


II. THE FORMULA “IMPLICIT” IN SMITH’S FIRST IDEALIZED CASE 


In line with the notion that the differences between theoreti- 
cal statements are to be accounted for in psychological as well as 
logical terms, let us consider briefly the famous example with 
which Adam Smith begins his approach to the empirical analysis 
of value. “In that early and rude state of society,” he says,’ 
“which precedes both the accumulation of stock and the appro- 
priation of land, the proportion between the quantities of labour 
necessary for acquiring different objects seems to be the only 
circumstance which can afford any rule for exchanging them for 
one another. If among a nation of hunters, for example, it usu- 
ally costs twice the labour to kill a beaver which it does to killa 
deer, one beaver should naturally exchange for, or be worth, two 
deer.” Passing over some rather childish features of Smith’s 
own discussion, let us notice what comes of asking, in terms of 
more modern and scientific conceptions, “why” the conclusion 
really holds, as it evidently does. 

If we “suppose the contrary,” the answer is plain. Suppose 
that beaver and deer are exchanging in the market at any other 
ratio than their relative labor cost—say three deer, instead of 
two, for one beaver. It is obvious that no one governed by eco- 
nomic intelligence will hunt any deer. For the man who kills a 
beaver can secure three deer by exchange and only two by ex- 
pending the same labor in the direct pursuit of deer. 

Adopting a natural if somewhat generous mode of interpre- 
tation, we find “implicit” in Smith’s argument both a “law of di- 
minishing utility” (or at least a law of decreasing demand price, 
which is the only objective content of the now famous law) and 
also a definite cost curve. If it is “assumed” that as more beaver 


court of appeal for empiricism) against it; in addition and of more logical cogen- 
cy is the fact that scientific observation depends on verification, which is con- 
ceivable only in terms of a communication of mental content. (Cf, also note 9 
below.) 

* Bk. I, chap. vi, first sentence. 
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and fewer deer are brought to the market the exchange ratio will 
shift in favor of the deer, and also assumed that the relative 
“quantity of labor” required to kill the two animals will not 
change as different relative numbers of both are killed—i.e., 
“constant cost”—then the argument is both sound and simple. 
This example, so interpreted, will be useful for discussing 
the meaning and réle of cost in price theory. In fact, if the sug- 
gestion we have to offer is sound, a few sentences of explicit de- 
velopment at this point in 1776 might have advanced economic 
theory at the first step beyond the stage reached in many of our 
best textbooks today. The suggestion is briefly as follows: First, 
that the essence of the deer-beaver case in its cost aspect is sim- 
ply that as more beaver are killed, and fewer deer, the number 
of deer which are in fact given up (not killed) in order to kill an 
additional beaver remains unchanged, with changes in the rela- 
tive numbers “produced” ; this is the “necessary and sufficient 
condition” which assures that deer and beaver will exchange at 
the given ratio of “cost.” Second, that if this interpretation of 
cost be explicitly adopted we may achieve a greatly improved 
form of statement, for the purposes of price theory; that is, if 
costs are stated in terms of alternative commodities and all ref- 
erence either to “sacrifice” or “outlays” simply omitted, we re- 
tain the scientific content of cost of production theory while 
side-tracking the sources of a century and a half of controversy. 
The problem of explaining price must be separated from 
other considerations. Price is a ratio in which commodities ex- 
change,* and the general problem deals with the case of goods 
continuously produced, exchanged, and consumed, and to the 
conditions of equilibrium.‘ Thus price is a relation, and can be 
discussed only as a comparison between commodities. And cost, 
"It is better, for the general theory, to follow the established practice and 
leave money out of consideration. (Theoretically it does not affect the result at 


all, and its chief effect in fact arises from changes in its value between the two 
halves of uncompleted transactions.) 

“That is, it deals with long-run normal price. The factor of time becomes 
operative in differentiating “views” of price because (a) there is or may be an 
interval between production and exchange or exchange and consumption, with 
differences in the velocities of these processes, storing of goods, and speculation; 
and (6) there are lags in adjustments to changed conditions. 
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as is now well recognized, has no direct effect on price, acting 
only as it affects the relative supplies of commodities brought to 
market.’ In the present sketch three phases of cost theory will 
be considered, namely, the nature of cost, the way or sense in 
which it “determines” price, and the form of cost curves: In con- 
clusion, a few words will be added regarding the bearings of the 
proposed formulation upon distribution theory. 


Ill, THE MEANING OF COST IN PRICE THEORY 


First, if cost be interpreted as previously suggested, the sci- 
entifically pernicious notion of “quantity of labor” is eliminated 
from the general theory. It is transferred to a later stage of the 
treatment, dealing with causes, in contrast with laws, and a 
foundation is laid for its intelligent study. In the particular case 
used by Adam Smith, we are told that cost consists of homogene- 
ous labor, twice as “much” of which goes to produce one beaver 
as one deer. But how could anyone know this? Only by a very 
dubious psychological investigation could labor be measured, 
and when it was done the laws of price would not be affected, 
though they would be in a sense “explained.” 

Suppose for example it be found that deer hunters “volun- 
tarily’® work twice as many hours per week as beaver hunters, 
for the same reward in deer or beaver at their market ratio, or 
50 per cent more hours for two-thirds the reward. Should we say 
that an hour of beaver hunting contains twice as much labor as 


* For rigor, two exceptions must be made. The first relates to such things as 
diamonds, which owe their value to their being an evidence of wealth. (And this 
principle affects, in varying degrees, a large part of consumptive expenditure, 
even the cost of maintaining people in poorhouses. Deprivation of the other- 
wise useless marks of respectability would amount to torture and would injure 
efficiency and even health). It is also a fact that changes in costs are more or 
less tied up with changes in the incomes of consumers of different goods. But 
the assuraption of demand schedules independent of prices and costs is accurate 
enough for practical purposes. 

* Quotation marks and italics are used to emphasize the metaphysical char- 
acter of the concepts in terms of which “explanation” must finally run. The 
whole quantitative conception of choice is rather mysterious. When we say that 
an individual equalizes alternatives at a margin, we seem to be more scientific 
than if we say simply that he chooses “freely and intelligently”; but it is far 
from clear what this form of statement really adds to the everyday form! 
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an hour of deer hunting? Or that it contains more than twice as 
much (since labor might “‘naturally’” increase in irksomeness at 
more than a linear rate with increasing hours)? Or if the two 
groups, being “‘free’’* to choose, work equal hours for equal re- 
wards, does that prove the labor “homogeneous”? It is a matter 
of the capacities and choices of the laborers, and hence rela- 
tive to existing psychology and institutions affecting “freedom.” 
But freedom is an ethical concept, irreducible to physical terms; 
hence “quantity of labor” is a category of value, and not one of 
fact. 

For scientific purposes it simply does not matter what the 
physical attributes or psychical accompaniments of the labor 
may be, or whether laborers know or feel at all, so lorig as they 
in fact respond to the incentives in a uniform way. Ali such no- 
tions as irksomeness belong in a later stage of the discussion, the 
whys of the whys. Answers to these questions are given in en- 
tirely different (metaphysical) terms and are relative to judg- 
ments of desirability and policy determination rather than to 
science in a strict sense.° 

Much the same considerations apply in the case of “skill.” 
We have fairly clear ideas about degrees of discernment, dexter- 
ity, strength, etc., and of their being innate, or pertaining to cul- 
ture, or being acquired by effort. But for the purpose of scien- 
tific discussion of supply and price, all attributes to which limita- 
tion can be traced amount to the same thing. Undoubtedly “the 
esteem which men have for such talents,” silly as the idea is 
when advanced as an explanation, is vital in the formation of our 
conceptions. 

Second, the principle is equally unaffected by the fact that 
production is a co-operative or joint process, that different kinds 
of labor work together or work with other agencies of still differ- 
ent kinds, natural or artificial. Under this condition some sort 
of machinery of organization has to be worked out, but (third) 


* See footnote 6. * Ibid. 

* Ideas of motives are in part inferences from observed behavior, but not al- 
together; that is why they are confusing, as the purely inferred forces and en- 
tities of physics are not. 
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this again calls for no modification of our cost principle. If three 
deer are exchanging for one beaver, and any particular unit of 
productive capacity which adds two deer to the total killing can 
add one beaver to that total, then under any sort of control, so 
long as it is “economical,” such units will transfer from deer- 
killing to beaver-killing, with the same effect on relative supply 
and price as if homogeneous labor works alone. One worker or 
owner of a property unit in each productive group may hire the 
others, or an outside “entrepreneur” may hire them all, or they 
may set up some method of co-operation. If there is effective 
competition, which is merely to say if they all know what they 
are doing and act freely and rationally, the increment of product 
of the organization including any unit, which is due to his or its 
co-operation, functions in exactly the same way as the unique 
product of the isolated self-employed laborer.” 

Fourth and finally, the principle holds without change when 
productive agencies useful in various degrees in the production 
of a wide range of commodities co-operate at different points 
with agencies useful only in the production of a single good. It 
must only be observed that agencies specialized to a particular 
use play no direct réle in price determination, though the entre- 
preneur who hires them pays them a share in the product which 
to him constitutes a cost like other costs. Such costs do not “en- 
ter into” price; being unable to transfer to other uses, the agen- 
cies must “work for what they can get.” Their payments are the 
effect and not cause of price, i.e., they reflect the price of that 
particular product instead of serving as intermediaries through 
which the demand for goods in general limits the supply of a 
particular good, and raises its price. Competition for them on a 

*In the scientific, explanatory treatment there is every reason for, and no 
reason against, calling this increment simply “the product” of the co-operating 
unit. But in so far as this gives the impression that the incremental product is an 
index of “desert” in distribution, the usage is pernicious; for the ethical signifi- 
cance is slight. 

“The omission of the productive agencies in the formulation of the cost 
principle is closely analogous to the omission of the money intermediary in dis- 
cussing consumption. In fact it is rather more than a figure of speech to say that 


the sacrifice of a definite amount of one good in production to get a definite 
amount of another is in essence an exchange of one for the other. 
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price (incremental contribution) basis, between different pro- 
ductive enterprises in the given industry, does not of course 
function in the allocation of productive power among industries; 
but it serves the equally vital social purpose of forcing the most 
effective organization of productive power. Such a “price-de- 
termined” cost is one meaning in economic literature of the am- 
biguous word “rent.’”* 

In sum, the cost of beaver is deer and the cost of deer is 
beaver, and that is the only objective and scientific content in 
the cost notion. The “correct” form of the cost principle might 
then be put somewhat as follows: The number of units of any 
commodity B which exchange in the market for one unit of any 
other commodity A must be the number of units of B which are 
sacrificed in production in adding the last unit of A to the total 
produced (in the state of equilibrium; and noting that for units 
negligible in size “next unit” may be substituted for “last unit” 


* Most concrete productive agencies—machines, men, farms, etc.—are large- 
ly specialized, but the productive power embodied in them is transferable in the 
long run by processes of re-training or adaptation, or finally through replacement 
of the agencies as they wear out by others differently specialized. Any perishable 
and reproducible agency is in this sense ultimately fluid. The “embodied produc- 
tive capacity” is “capital” and represents and is measured by the worth of imme- 
diate products sacrificed in producing the agency originally, though in free so- 
cieties human beings are not capitalized directly by competitive purchase and 
sale. Permanent, non-reproducible agencies may be “liquid” or specialized in any 
degree. The classical economists called all payments to these “rent,” apparently 
thinking of agriculture as a single industry (cf. below, p. 15). 

Marshall, after repeated clear statements of what seem to the present writer 
conclusive reasons for recognizing agricultural rents as price-determining costs, 
always reverts to the Ricardian view. The crux of his position is indicated in the 
following statement (Principles, Bk. VI, chap. ii, sec. 5, 8th ed., pp. 535-56): 
“The building an additional floor on one factory or putting an extra plough on 
one farm does not generally take a floor from another factory or a plough from 
another farm In contrast to this the stock of land (in an old country) at 
any time is the stock for all time; .. . .” Can anyone seriously maintain that 
different industries are not at any given time in competition for a limited total 
supply of capital? And even if growth of one industry or enterprise at the ex- 
pense of another overlapped much more than it does with aggregate social 
growth, wouldn’t it still be necessary for purposes of analysis to make a sharp 
separation between the two types of change? Refusal to make such a separation 
is still characteristic of Marshall’s successors in the Cambridge school and neo- 
Classical followers generally. Another instance will be noted later (p. 366, 
note 22). 
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without changing the result). Though explanations, necessarily 
metaphysical, as to why this is so be ever so important in their 
place, as the present writer would admit and insist, it is surely 
desirable to keep them separate from the empirical law. These 
explanations will be infinitely various from case to case, and in- 
finitely complex; but the statement as given is true without ex- 
ception in any society, no matter how organized, where limited 
resources are employed in the realization of ends in accord with 
the principles of economy or maximum achievement.” 


IV. COST VS. UTILITY AS THE “CAUSE” OF PRICE. GENERAL 
CONDITION OF EQUILIBRIUM OF AN ECONOMIC SYSTEM 


In connection with the deer-and-beaver illustration it has 
appeared correct to speak, under certain conditions, of cost as 
determining price. The other side of the price relation now 
claims attention. What of utility as a “determinant” of price? 
Perhaps it has not been sufficiently emphasized that it is the very 
fact of “diminishing utility” which makes it possible to speak of 


* The formulation suggested will be recognized as a “thorough” interpreta- 
tion of a doctrine which has already received a name as alternative or opportuni- 
ty cost. But the proponents of the doctrine differ only in degree from Smith: 
they do not make their reasoning fully explicit and follow it through to its logi- 
cal conclusion. 

In leaving this topic it may be allowable to repeat that the point of view is 
the scientific explanation of price. Historically, this is much confused with a dif- 
ferent conception, namely, the “cost” to society, or an individual, of procuring 
and enjoying an income. On one hand there is sense in saying that the use of 
original and indestructible powers of nature is not a cost in this connection. And 
on the other there is much truth in Smith’s “philosophical account” of value, to 
the effect that the ultimate cost of things is pain—“toil and trouble.” But both 
these doctrines are misleading in connection with the empirical explanation of 
price (though something which may be called relative pain is an element in the 
more “ultimate” explanation). 

In a strictly logical view all alternatives of choice lie on one continuous 
quantitative scale, without qualitative distinction; a zero point for pleasure and 
pain is arbitrary. The “pain” of labor can just as well be viewed as “lesser pleas- 
ure” (than rest or play) or all stated in degrees of pain. Moreover, the differ- 
ence between labor and other “factors” in this regard is not one of principle. The 
owner of a farm, for example, is presumably balancing, at some point on his 
margin, between using some fraction of it for raising a crop and using it for orna- 
mental lawn, a choice strictly parallel to that of the laborer in deciding at what 
point to stop work and enjoy himself. 
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cost, and not utility, as the determining factor, provided that 
cost does not vary with output. A statement of the relation be- 
tween price and utility will be strictly parallel to that of the rela- 
tion between price and cost. Price must be “equal” to utility 
also, and for similar behavioristic reasons. Whenever the ex- 
change ratio of any two commodities is different from the rela- 
tive esteem in which any consumer” holds individual units of the 
two, he will shift his consumption from one to the other until the 
utilities to him of amounts equally priced in the market are 
equal. And the higgling of the market will so adjust the price 
that when all consumers buy in accordance with this principle 
the market will be cleared. 

The general law of price, then, is that it must express simul- 
taneously both relative cost and relative utility (both of which 
must be uniform over the field of competition—costs to all pro- 
ducers and utilities to all consumers). The price ratio may now 
be dropped from the statement, since things equal to the same 
thing are equal to each other, giving the simple law that the util- 
ity of any commodity A measured in units of any other commodi- 
ty B must be numerically equal to its cost, measured in the same 
units. Putting the emphasis on the word “any,” that is, noticing 
that the statement holds for all possible pairs of commodities, 
we have a formulation of the general condition of equilibrium of 
an economic system.** 

“When the argument is correctly stated, the “rich-man-poor-man” diffi- 
culty simply does not appear. It arises from the tendency, repeatedly noticed, to 
confuse relativistic, empirical, with absolutistic, psychical-metaphysical, concep- 
tions of cause. This does not mean at all that a dime is of the same “utility” to a 
poor man as to a rich man, or that economics can finally ignore the difference. 
But descriptive principles must be separated from interpretation and evaluation 
(see below, p. 364). 

“Such a formulation should be simpler than the device of simultaneous 
equations to most students of economics who apparently do not “take to” alge- 
braic symbols. It is not, we should hasten to state, an adequate treatment of the 
problem of equilibrium. When such a system is out of balance on either “side” 
the adjustments to bring it into balance will throw it out on the other. Simul- 
taneous equations afford the only method of rigorous handling of the problem 
of equilibrium all around. The question is whether it can be solved even with 


their aid. Mathematical economics has attempted little beyond the manipulation 
of general functions, without regard to the properties of those expressing actual 
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At first sight this symmetry of relation of cost and utility to 
price would seem to mean that neither can be more than the 
other the “cause” of the latter, and that the figure of the blades 
of the shears used by Mill and Marshall states the final verdict. 
But the reasoning already advanced justifies the old classical 
view that cost and not utility is causal, in so far as the condi- 
tions stated conform to the facts of life. If it is true that chang- 
ing the relative amounts produced will change the relative (unit) 
utility and not change the relative (unit) cost, then no matter 
what the utility curve may be in detail, the equilibrium price 
must correspond to the unvarying cost ratio, and in all ordinary 
usage this establishes the latter as a “cause.’””* 

Now there can be little dispute that the older writers not 
only reasoned correctly, beneath awkward and incomplete state- 
ments, but also had the correct view of the facts. In different 
technical terms, supply is very much more elastic than demand, 
for the great bulk of commodities, and in consequence it is the 
cost or supply blade of the shears which does most of the cut- 
ting, and not the utility or demand blade.” Elasticity of supply 
for most individual finished manufactures is practically infinite, 
and even those “raw products” (properly not products at all) 
which engage a large enough fraction of the “land” suitable for 
economic relationships. But it is certain that mosi of the actual relations cannot 
be linear, and for other relations equality between the number of equations and 
the number of unknowns does not insure unique determination. 

* This is in spite of and does not affect the fact that the “flow of value” is in 
the opposite direction. From a psychological-teleological standpoint it is cer- 
tainly true that productive services have value “because” their products have 
value, and not inversely. 

* See article by Professor Sraffa in Economic Journal, December, 1926. 

The application of this reasoning to the theory of interest may be barely 
mentioned. Here the contrary relation holds, in an exaggerated degree. Demand 
is enormously elastic and supply practically inelastic. (It is doubtful whether the 
supply of capital forthcoming in a given market at a given time, abstracting from 
migration between markets, bears, within ordinary limits of variation, any defi- 
nite relation at all to the interest rate offered). But in this case it is demand 
which is the physical ratio, the technical situation determining the amount of fu- 
ture income which can be secured by investing a given amount of present value, 
while supply is a psychological comparison, the disposition to save. In this sense 
the rate of interest is “determined” by “productivity” rather than “time-prefer- 
ence.” 
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them to have limited elasticity of supply are characterized by a 
highly inelastic demand. But we are already, properly speaking, 
launched upon the next topic. 


V. GENERAL CONSIDERATIONS ON THE SHAPE OF THE COST CURVE 


“Hindsight” is proverbially easy, but the absence of explicit 
discussion of the form of the cost and utility functions in the 
works of Smith and his successors (especially complete in the 
case of cost) is particularly hard to explain. If more or fewer 
deer were killed and fewer or more beaver, would it continue in- 
definitely to require just twice the “quantity of labor” to kill a 
beaver? How could they help asking the question? But it is a 
very difficult question, even as to preliminary general analysis, 
let alone getting the decisive facts, and only a few “high points” 
can be touched upon here. 

Our main concern is the correct definition of the problem, 
the idea that increasing, constant, or decreasing cost must be 
measured in terms of products, and not of pains or outlays. The 
immediate and interesting consequence is that the theoretically 
correct measure of cost under conditions of developed pecuniary 
competitive enterprise is money cost, corrected only for accurate 
measurement of commodity prices. It is precisely because the 
market measures cost goods and services in terms of value pro- 
ductive capacity,"* whereas common sense inclines to think of it 
in more primitive terms, that the subject has been so confused.” 


* Under the condition of a general organization of production such as to 
maximize output, measured in price terms; that is to say, relative to the existing 
institutional setting as to opinions and personal valuations on the consumption 
side and proprietorship, mobility or “freedom” on the production side. 


* Thus Professor Pigou has merely conjured up trouble (Economic Journal, 
June, 1927) in looking about for an index number with which to measure real 
cost (or efficiency) in terms of the physical quantities of productive resources. 
The foregoing argument should have made it clear that the labor which produces 
one commodity is the “same” as that which produces another only in the sense 
that it mediates a choice in production between definite amounts of the two com- 
modities. The actual amounts alternative to each other will depend on an indefi- 
nite complex of institutional conditions. Physical comparison is without meaning 
where the physical operations are different. Our comparisons are really based on 
social sentiment. Such comparisons may well be indispensable for purposes of 
social criticism and policy determination, but for scientific purposes they are as 
superfluous as they are impossible. 
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In the market where entrepreneurs compete for productive pow- 
er the resource costs to any enterprise are measured by money 
value, which expresses the competing offers of other entrepre- 
neurs, which in turn express the value-of-incremental-product of 
units of productive service to them. Money cost is affected by 
“pain” only in so far as psychic preferences (of workers or own- 
ers) affect the proportioning of (any sort of) productive capac- 
ity among different uses, and hence the relative supply of prod- 
ucts, and hence their prices, and hence the price of the capacity 
itself. 

In real life the relation of pecuniary to pain cost, as common 
sense estimates the latter, is notoriously an inverse one, even for 
different grades of labor, due to inequality in freedom, propri- 
etorship, opportunity, all different words for the same thing, dif- 
ferent aspects of “immobility.”” As between labor and property, 
any comparison is merely silly, as Lassalle effectively pointed 
out. Yet the richest capitalist and the meanest laborer, in so far 
as they behave intelligently, are alike equalizing alternatives at 
the margin, and in their scientific, causal relations to the price 
system every dollar’s worth of “sacrifice” is precisely like every 
other. And there is no contradiction here, only a difference in 
point of view (see above, p. 361, note 14). 

Though the actual shape of cost curves depends on infinite- 
ly various facts, a few general considerations are safe and impor- 
tant. Under ordinary conditions the rule must be approximately 
constant cost. Increasing cost can arise only from specialization 
of productive agencies to particular uses (as to capacity or dis- 
position ), and it is in fact a small proportion of the economic out- 
put which is dependent on the use of agencies sufficiently unique 
and sufficiently scarce to give rise to a very steep curve (given 
time for practicable adjustments ). One source of confusion here 
has been the failure to relate the discussion to individual final 
products and to their process of production as a whole. There is 
almost no meaning in talking about a competition for productive 
power between agriculture in general and industry in general 
—except with reference to the nationalistic interests of a country 
largely engaged in exchanging one sort of products for the other 
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abroad, such as the country in which our political economy 
evolved! In the main these are not even distinct groups of in- 
dustries, but successive stages in industry at large. 

Second, deviations from the constant cost principle must be 
predominantly in the direction of increasing cost. The problem 
must be carefully stated, with reference to final equilibrium, but 
under given conditions; that is, with reference to the production 
of one commodity in increasing amounts at the expense of oth- 
ers, by shifting productive power, and without a change in 
known methods. As more beaver and fewer deer are killed, the 
men, and other agencies, transferred will be progressively less 
adapted, and inclined, to beaver hunting in comparison with 
deer hunting, if they were freely and wisely placed before the 
change; such differences as exist must work in this direction. 
This effect will be partly counteracted by a more intensive use of 
the less freely transferable agencies in the expanding industry 
(less intensive in the contracting one) through increased (de- 
creased) application of the more freely transferable.” 

In the actual world, as already observed, the degree of fluid- 
ity or elasticity is generally high, and it is made much more so 
by social growth, which makes possible a change in relative pro- 
portions without actual transfer. The magnitude, and facility, 
and speed of the readjustments which took place in connection 
with the World War and afterward surprised most observers. 
The chief commodities having inelastic supply curves are the 
services of some human individuals—surgeons, singers, etc.— 
which have come to (be thought to) possess unique qualities, 
and a few products like champagne (from Champagne) and er- 
mine, where peculiar natural agencies are the limiting factor. 

It is clear, however (third) that decreasing cost will some- 

It will occur at once to everyone (why did it not occur to Smith!) that 
the hunting grounds for beaver will become more crowded, those for deer less 
so. But in the long run it is an uncertain question of fact whether the natural re- 
sources can (will) be transferred from one use to another in greater or less de- 
gree than other agencies, and how far any difference will be reduced in effect by 
changes in proportions. In shorter periods more steeply increasing cost will nat- 
urally be the rule. In general, all types of productive agencies are more fluid the 


longer the time allowed, practically without exception or limit. See above, p. 
359, note 12. 
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times be met with. The chief condition is that the industry ex- 
panding be small (which is significant for the importance of the 
phenomenon ), so that those “economies of large-scale organiza- 
tion’’** which are often great in the lower stages of growth may 
outweigh the “natural” tendency to increasing cost, and, of 
course, that no narrowly limited agencies are required. Beyond 
a certain, usually moderate, stage of development, economies of 
organization are offset by special costs due to size; for a large 
army has a much smaller proportion of muskets to total person- 
nel than a small one, and is unwieldy to maneuver even then. 
Moreover, the fact of decreasing cost does not at all neces- 
sarily imply a situation where one may draw the corresponding 
curve, intersecting with a demand curve, and indicating a price 
point. For again, ordinarily, decreasing cost must carry with it 
a long-run tendency toward monopoly, or probably a plurality 
of regional monopolies with border zones of competition. Com- 
petitive price determination and equalization of cost and price 
will occur only where the decrease in cost is due to strictly “ex- 
ternal” economies, i.e., economies which can be secured by a 


large number of competing enterprises and cannot be secured by 
an inclusive organization covering the industry. Such a situation 
seems highly improbable, since the most efficient size of business 
unit depends precisely upon the economies to be realized through 
expansion, plus any chance for monopoly gain as a further in- 
centive to inclusiveness.” 


™ These economies are chiefly due ultimately to the limited divisibility of 
factors and operations, especially the size of the human unit. Hence considerable 
size may be required to get the best proportions. Some of them depend on facts 
of geometry and physics such as the relation of volume, surface, and linear size 
of bodies and resulting effects on weight, power, radiating or absorbing capacity, 
capillary effects, resistance to motion through fluids, etc. 

It is of course financial and not technical unification which creates mo- 
nopoly. 

The theory of disharmony between individual and social interests in conse- 
quence of differences in the form of the cost curve in different industries was 
sketched by Marshall (Principles, Bk. V, chap. xiii) and elaborated by Professor 
Pigou (especially in the successive editions of his Economics of Welfare. See D. 
H. Robertson, Economic Journal [March, 1924], for references). The theory 
seems to the present writer to involve some error and much misplaced emphasis. 
Most of the disharmony discussed by Pigou is better accounted for in connection 
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VI. THE SIMPLIFICATION OF DISTRIBUTION THEORY 


It will be observed that when costs are stated in terms of al- 
ternative products, the “factors of production” simply fail to 
put in an appearance. This procedure has thus far been surveyed 
as a possible simplification of price theory; the final suggestion 
of these notes is that the theory of distribution also will be bet- 
ter off without the factors. It has long been recognized that they 
are highly unreal, Carver and Davenport coming at once to 
mind. The instruments and agencies of production do not con- 
sist of any small number of distinct and homogenous kinds, but 
of innumerable and infinitely graduated and constantly shifting 
varieties, the true economic kinships of which lie across the con- 
ventional boundary lines about as often as within the compart- 


with pioneering than with any properties of cost curves. As remarked before, the 
Cambridge economists are averse to making a clear separation between adjust- 
ments to given conditions and effects of change in given condition (resources and 
property rights, wants, and methods). 

It must be admitted that inventions—the crucial element in economic dy- 
namics—present an ambiguous and puzzling situation. It has long been recog- 
nized that the institutions of property and competition function poorly in this 
field; fairly modern patent legislation is more than three centuries old, and legal 
protection of designs, names, etc., quite venerable. Progress is largely a matter of 
the “production of ideas,” which has several special features. First, the competi- 
tive system relies on prospective rewards as its incentives to action, and a good 
idea can usually be told from a poor one only “by trying” at heavy cost. Every 
such prediction is a unique case, and the psychology of uncertainty (different 
from that of taking known chances) is involved, as well as the whole theory of 
knowledge. Second, an idea, once produced, is not easy to appropriate; it is its 
“nature” to propagate itself indefinitely at little or no cost, until it becomes a 
free good. Back of all is of course the social-ethical question of (permanent, 
heritable) appropriation by an individual of his “creations.” Third, ideas, like 
other products, are a joint effect. The competitive system of rewarding action 
rests on imputation, which calls for a large number of similar ventures and for 
a relation between joint effect and individual contributions of the character rep- 
resented by a continuous, homogeneous, first-order function. These conditions 
hold in a rough way for the production of ordinary commodities under static 
conditions, but they do not hold at all for the production of ideas. 

It is legitimate to plot the effect of an improvement in the form of a de- 
creasing cost curve just in so far as it is foreseen as a dependable result of the ex- 
pansion and dependent upon it, and this is usually not far. 

Marshall and Pigou also pay slight attention to the tendency toward mo- 
nopoly under decreasing cost. 
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ments of “land, labor, and capital.” Are they not also super- 
fluous? 

Distribution theory, of course, considers precisely the same 
payments as the theory of normal price, but in the different as- 
pect of “income” instead of “cost.” Now in the static analysis 
all incomes are wages or “rents,”** in the everyday sense, of pay- 
ments for the use or “service” of some useful thing, natural or 
artificial. In the state of equilibrium there is no profit essen- 
tially different from rents in this sense, while interest is but rent 
under another name. Interest is always paid out of rents and in 
amount “tends” to equal the rent of particular instruments, 
which at equilibrium it would exactly do, while the rate tends to 
equal (and would exactly equal) the rent of reproducible instru- 
ments divided by their cost (non-reproducible instruments be- 
ing valued by capitalization. See p. 362, note 17). 

It is true, and vital, that the very problem of distribution is 
relative to the existence of kinds of productive agencies. If there 
were only one kind the product would as a matter of course be 
divided equally among its homogeneous units. The purchaser 
(entrepreneur) is presumably indifferent to kinds, desiring sim- 
ply productive capacity in the abstract, so that logically the 
price problem in this field is simply one of finding out how many 
physical units of one physical kind are equal in value-productive 
capacity to a physical unit of another. But, physically speaking, 
different kinds of agencies co-operate in the production of goods 
and are practically essential to each other, any one kind being 
helpless alone. Hence the demand price for any agency depends 
altogether on the relative supply of agencies “like” it—capable 
of replacing, competing with, it—and of agencies “different” 

* This inclusive use of the term “rent” is nearest to that of everyday, and 
should undoubtedly be adopted in economic literature. It would also be a great 
gain to introduce into English the corresponding adjective “rentable” already cur- 
rent on the continent of Europe. As to the two main narrower uses of the term, 
namely, to designate respectively the income from “land,” and a “price-deter- 
mined cost” or “surplus,” the essential fact is that traditionally these two cate- 
gories have been assumed to coincide, and this is certainly not true. It will be 
necessary to use definitely descriptive terms for these. And “land,” it should be 


noted, is not a class of things, but an element in things, and one vaguely, if at all, 
separable at that. 
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from it, complementary to it in use. But the essential fact is that 
this likeness and difference are not only a matter of degree, one 
kind passing into another by gradations without boundaries, 
while the kinds do not correspond at all to the physical classi- 
fication in terms of which agencies are priced. It is this fact 
which makes the notion of factors of production meaningless. 

How, then, is one to speak of the income or return or rent of 
agencies being determined by the “marginal” productivity? The 
answer is that it would be more accurate not to speak of it in 
that way. If instead of marginal one says “specific,” or better, 
“incremental,” product, the essential logic of imputation is un- 
affected and the discussion is liberated from the unrealistic:con- 
ception of factors homogeneous within themselves and comple- 
mentary to each other. There are, however, margins in the prop- 
er sense in three cases: (a) In so far as physically homogeneous 
groups do exist, one can of course speak of marginal units. (0) 
There is a time margin, and perhaps an intensity margin, in re- 
lation to labor, and any other factor where the proportion of 
time employed and speed of functioning do in fact effect the sup- 
ply price of the service as measured in units of product. (c) The 
fact of ultimate interconvertibility of all forms of reproducible 
capital goods makes it legitimate, from the long-run point of 
view, to speak of all these as a homogeneous fund. Thus the rent 
of a particular instrument may be properly the marginal product 
of the capital invested in the instrument where it is not properly 
the marginal product of the instrument itself, but only its spe- 
cific or incremental product. 

In the study of historical changes the conditions of supply 
call for a different separation into kinds, a differentiation to be 
made simply with reference to the facts of long-run supply. For 
the short run, in contrast with both static equilibrium and secular 
changes, the most important general distinction would be that 
already suggested, between (a) agencies subject to competition 
over a large group of industries, (6) agencies concretely special- 
ized but transferable through replacement over moderate time 
periods, and (c) agencies permanently specialized. But this 
classification is not exhaustive to begin with (note agencies fixed 
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in supply in one direction, but not in the other—mineral re- 
sources and permanent improvements on land), and even these 
qualities represent differences in degree. The everyday designa- 
tions of things as priced in the market certainly will not fit into 
any logical scheme, nor will the conventional tripartite division 
gibe with either. A division into animal, vegetable, and mineral 
would be about as useful! A general distinction between persons 
and things is really important because modern Western legal 
systems set narrow limits to the possibilities of capitalizing per- 
sonal earning power. If one wants to subdivide property, it 
should undoubtedly be done along the line of “real” versus “per- 
sonal”’ as distinguished in the legal system to which the property 
is subject. As to natural and artificial, economics is interested in 
the future, not the past, and there is as much real basis for 
throwing persons into two such classes as there is in the case of 
external things. Many distinctions are vital for purposes of so- 
cial criticism and policy determination which are irrelevant for 
scientific analysis. The conventional classification represents a 
mixture of genetic, social, and ethical points of view, and is 


chiefly a source of confusion in the scientific, casual-explana- 
tory study of value and distribution.” 


FRANK H. KNIGHT 
UNIVERSITY OF CHICAGO 


* As a final remark on “simplification” it might be pointed out that the dis- 
harmony between individual and social interest alleged to result from decreasing 
cost (see above, p. 366, note 22) may easily be brought under a simple and ob- 
vious general principle. That is, it goes without saying that competitive individu- 
alism as a method of organization can function only in so far as the individual 
reaps the results for good or evil of his own actions. If acts of one producer af- 
fect the technical efficiency of other producers, disharmony must result, and the 
apparatus of curves and intersections encumbers rather than clarifies the argu- 
ment. 





THE THEORY OF LOCATION IN ITS RELATION 
TO GENERAL ECONOMICS? 


I. THE PRESENT STATUS OF THE THEORY OF LOCATION 


HE problem of location of economic activities, though it 
is one of the most vital economic questions, has been dealt 
with as yet rather inadequately in economics. It is barely 
touched upon in the general systematic treatises. It is mentioned 
frequently, but treated poorly, in many monographs dealing with 
particular industries.’ In addition to these monographic studies 
there are a few discussions of “theories” of location (some of 
them historical, some of them theoretical, in nature) consisting 
merely of a catalogue of factors that determine location. These 
more or less descriptive classifications considerably fall short of 
the achievements of economic theory in general.* 
There are also some geographical studies. The question why 
a certain industry occupies a certain place on the surface of the 
earth at the first glance seems to be a purely geographical ques- 
tion. Accordingly, geographers everywhere have dealt with prob- 
lems of location. But, without prejudice to the value of these in- 
vestigations as geographical studies, it is to be emphasized that 
they cannot, from the nature of the case, serve the requirements 
of an economic theory of location. Economic geography, as long 


* This paper discusses, in somewhat shorter compass and from another angle, 
some questions dealt with in my article “Das Standortsproblem in der Wirt- 
schaftstheorie,” Weltwirtschaftliches Archiv, XXI (1925), 294-321. 

? Many of them are mentioned by Witold Krzyzanowski, “Review of the 
Literature of the Location of Industries,” Journal of Political Economy, XXXV, 
No. 2,278. 

* The best known are: F.S. Hall, “The Localization of Industries,” Twelfth 
Census, Manufacturers, Part I, p. cxc; E. A. Ross, “The Location of Industries,” 
Quarterly Journal of Economics, Vol. X (1896), 247-68; W. Roscher, “Studien 
iiber die Naturgesetze, welche den zweckmissigen Standort der Industriezweige 
bestimmen,” Ansichten der Volkswirtschaft aus dem geschichtlichen Standpunkt 
(3d ed., 1878); A. Schiiffle, Das gesellschaftliche System der menschlichen Wirt- 
schaft (3d ed., 1873). 
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as it is true geography and not merely a name for a certain aspect 
of applied economics, is entirely different from, and by no means 
a substitute for, economics of location. The economist must ap- 
proach this subject in terms of economic principles; he must 
reckon with geographical facts, but he subordinates them to eco- 
nomic considerations, i.e., he interprets them as costs and prices, 
and he groups them into the general framework of economic 
relations.‘ 

Besides geographical investigations there are some note- 
worthy historical approaches to the problems of location.’ These 
are of great value as treatments of the historical or sociological 
background of an economic theory of location, but they are not 
theory of location proper. 

There are only two outstanding economic theories of loca- 
tion. Both are German, but as a matter of chance rather than as 
a matter of a natural outgrowth of the trend of German econom- 
ics. They are Heinrich von Thiinen’s theory of location of agri- 
culture dealt with in his famous book Der isolierte Staat, and Al- 
fred Weber’s theory of location of manufacturing industries.° 
Both have had little influence outside their country of origin. 
Although Thiinen’s work is quoted frequently, that particular 
part dealing with location is hardly mentioned in the non-Ger- 
man literature; and even in Germany, well known and frequent- 
ly utilized though it is, it has not been improved significantly 
during the century of its existence, but has lived a rather unpro- 

* The best discussion known to me of this methodological problem is that by 
O. Haussleiter, “Wirtschaft und Staat als Forschungsgegenstand der Anthropo- 
geographie und der Sozialwissenschaiten,” Weltwirtschaftliches Archiv, XX 


(1924), 408-42. Haussleiter’s explanations are based upon Max Weber’s meth- 
odological work. 

* Among them some of the best are: W. Sombart, Der moderne Kapitalis- 
mus (3d ed., 1919), Part II, II, 800, 901, 903; R. Maunier, “La distribution geo- 
graphicque des industries,” Revue internationale de sociologie (1908); “La lo- 
calization des industries urbaines,” op. cit., 1909; “L’origine et la fonction eco- 
nomique des villes,” op. cit., 1910. Cf. also W. Krzyzanowski, loc. cit. 

* J. H. v. Thiinen, Der isolierte Staat in Beziehung auf Landwirtschaft und 
Nationalékonomie (1st ed., 1826); Alfred Weber, Uber den Standort der Indus- 
trien. 1. Teil, Reine Theorie des Standorts (1st ed., 1909), and “Industrielle 
Standortslehre,” in Grundriss der Sozialékonomik (1st ed., 1914), Vol. VI. 
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ductive life in German textbooks.’ Guided by Thiinen’s theory 
of location of agriculture, Weber noticed the lack of a satisfac- 
tory theory of location of manufacturing industries and built up 
in juxtaposition to Thiinen’s work his exhaustive theory on this 
subject, first published in tg09. In its field this theory had a 
great influence in Germany, not only stimulating monographic 
investigations of location, but also decidedly influencing all other 
succeeding investigations.* But outside of Germany it seems to 
have become buried in the stacks of the larger libraries. 

The contributions of Thiinen and Weber are far superior to 
other achievements in this field. Although Thiinen’s theory in 
its empirical-realistic parts is no longer fully applicable because 
of the great changes in the factual situation, his scheme of circles 
of agricultural activities around a central town, supposed to be 
the consuming center, is as useful as ever, and is a stimulating 
starting-point for research in this field. Weber’s theory has those 
weaknesses almost inevitably connected with a first approach to 
a new problem, but the theory of location of manufacturing in- 
dustries has been improved but little since his work was pub- 
lished. Only two later attempts have been made to construct a 
general theory of location.’ Furlan’s short mathematical sketch, 
however, covers but a small part of the field, while Englander is 
too much biased in favor of his own general economic theory, 
which is a kind of economic psychology, to be able to give more 
than a system of cases. Any progress in this field of the theory 

" Thiinen’s significance in the history of economics is discussed from a new 


point of view in a recent article by E. Salin, “Der isolierte Staat, 1826-1926,” 
Zeitschrift fiir die gesamte Staatswissenschaft, XXCI (1926), 410-31. 

*Especially noteworthy are the theses of Weber’s scholars, titles given by 
W. Krzyzanowski, loc. cit. 

* V. Furlan, “Die Standortsprobleme in der Volks-und Weltwirtschaftslehre,” 
Weltwirtschaftliches Archiv, II (1913), 1; O. Englander, Theorie des Giiterver- 
kehrs und der Frachtsdtze (1924); article, “Standort,” in the Handwoérterbuch 
der Staatswissenschaften, 4th ed. A good account of the improvements of the 
theory of location accomplished by Englander is given by H. Ritschl in a recent 
article (“Reine und historische Dynamik des Standortes der Erzeugungszweige,” 
Schmollers Jahrbuch, LI [1927], 813), which was published after this paper had 
been sent to the printer. 
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of location may still be expected to start from the results at- 
tained by Alfred Weber. 


II. ALFRED WEBER’S THEORY OF LOCATION 


As Weber’s theory is little known in non-German-speaking 
countries, it seems expedient to give, in the shortest compass pos- 
sible, a survey of its main contents. This survey cannot, of 
course, include the elaborate arguments and the careful modifi- 
cations made in the process of moving from abstraction to real- 
ity; it must be confined to the principles, with some emphasis 
upon those matters which serve as starting-points for further dis- 
cussion.*° 

The theory, in the main, is confined to the integrated proc- 
esses of the manufacturing and marketing of distinct products. 
Modifications dealing with the cases of disintegrated processes, 
and processes through which different products are produced 
jointly, are made in the latter parts of the work. The factors de- 
termining location of such processes are conceived of as being 
specific advantages of cost in certain places. Since the attempt is 
made to construct a theory that can be applied everywhere and 
at any time (a so-called “pure theory’”’), Weber considers only 
those advantages of cost that affect all industries and do not de- 
pend on the peculiarities of our present economic system. In 
order to find those costs Weber imagines a manufacturing proc- 
ess changing its location, and watches the changes of cost. 

Three groups of cost are found which generally change when 
locality is changed: cost of transportation, cost of raw material 
and fuel, and cost of labor. Weber simplifies this grouping by in- 
cluding cost of raw material and fuel in transportation cost. In 
other words, whenever the raw material or fuel at one source has 
a higher price than ai another, he treats the situation in terms of 
the more expensive source being farther from the possible indus- 
trial location; with the result that only two kinds of cost need to 
be considered: cost of transportation and cost of labor. In deal- 
ing with these, transportation cost is first considered, and then 


* An English edition of Weber’s theory, to be published by the University 
of Chicago Press, is in preparation (edited by C. J. Friedrich). 
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labor cost is introduced. Fixed places of consumption and fixed 
centers of suitable labor are assumed. 

Confining the attention solely to transportation cost as af- 
fecting the local distribution of manufacturing industries, these 
industries will be located at points of lowest transportation cost. 
Weber’s method involves, first, selecting (from the standpoint of 
a given consuming center) those sources of raw materials and 
fuel that involve lowest transportation cost, thus forming what 
Weber calls the “locational figure’’* of the industry (a triangle, a 
quadrangle, or a more complicated figure, consisting of the con- 
suming point and the sources of raw materials and fuel to be 
used). It involves, second, the determination of the point at 
which the lowest transportation cost occurs with respect to this 
locational figure, either at the consuming point or at one of the 
sources of raw materials or fuel, or at an intermediate point. 
This will be the point at which the manufacturing process is to be 
located. 

The transportation cost is worked out by Weber in terms of 
the weights to be carried and the distances to be covered. All 
other factors determining transportation cost are translated into 
weight and distance by means of imaginary additions to, or sub- 
tractions from, the actual weights and distances. Therefore the 
locational figure as well as the localization of the manufacturing 
process with respect to its locational figure are determined by the 
lowest ton-miles. Each corner of the figure (namely, the con- 
suming point and all sources of raw materials and fuel used) at- 
tract the manufacturing process with a distinct force. The con- 
suming point pulls with the weight of the finished product; each 
source of raw material and fuel pulls with the weight of its 
material. 

Whether the consuming point or some source of raw material 
or fuel will pull with the greater force depends decidedly on the 
characteristics of the material used. Some materials are convert- 
ed into finished products without any loss of weight, whereas 


“In German, Standortsfigur; the translation “locational figure” is chosen 
in conformity with the English edition of Weber’s theory mentioned in the foot- 
note on p. 374. 
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others undergo varying reductions of weight. Only weight-los- 
ing materials can attract the manufacturing process, because 
only in the case of such materials is the weight of the finished 
product lower than the weight of the material; in all other cases 
the weight of the finished product is at least equal to the weight 
of the material. However, not only the localized raw materials 
are to be considered, but also those raw materials that are to be 
found everywhere. These so-called “ubiquitous materials” do 
not have a part in forming the locational figure, but they do have 
a part in deciding the struggle between the point of consumption 
and the sources of localized raw materials; for the weight of the 
finished product is composed not only of that part of the weight 
of the localized materials that enters the weight of the finished 
product, but also of that part of the weight of the ubiquitous 
materials that enters the weight of the finished product, wher- 
ever location may be. Thus, location depends on the amount of 
weight-losing materials compared with the amount of ubiqui- 
tous materials entering the weight of the finished product. 
Weber presents the results of his analysis of transportation 
costs in the form of principles, explains the application of the 
principles to possible cases, and devotes extended discussions to 
ramifications of the simple assumptions of the theory. He intro- 
duces, then, as a second factor of location, the differences of cost 
of labor in different places. The favorable centers of labor are 
conceived of as attracting the industries from the points of low- 
est transportation cost to points where labor cost is lower but 
transportation cost is higher. A less costly center of labor diverts 
the industrial process from its cheapest transportation point : 
whenever the savings in labor cost at the favorable labor place 
are larger than the additional transportation cost. Weber in- 
closes the point of lowest transportation cost in figures whose 
perimeters are lines connecting the points of equal additional 
transportation cost, so-called “iso-dapanes.”” Among them is one 
iso-dapane connecting the points where the additional trans- 
portation cost just counterbalances the savings of labor cost, the 
so-called “critical iso-dapane.” If the favorable labor place is 
situated within the critical iso-dapane it diverts the manufactur- 
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ing process; if it is outside, the manufacturing process remains 
at the point of lowest transportation cost. 

As Weber explains the point of lowest transportation cost 
definitely and in quantitative terms by means of weight and dis- 
tance, so also he introduces weight and distance to explain defi- 
nitely and in quantitative terms the attraction exerted by the 
favorable labor place upon the manufacturing process. He finds, 
on the one side, that the attraction exerted by the favorable cen- 
ter of labor depends on the ratio of the labor cost of the manu- 
facturing industry to the weight of the product: this he calls its 
“labor cost index.” He finds, on the other side, that the diverti- 
bility of the manufacturing industry depends on the weight to be 
transported during the whole process of production: this he calls 
its “locational weight.’** And he finds that whether the industry 
actually will be diverted depends upon the two in combination— 
upon the ratio of the labor cost to the locational weight; this he 
calls its “labor coefficient.” ‘ 

Having discussed these two main factors of location, trans- 
portation cost and labor cost, Weber introduces another group 
of factors that he considers to be of a decidedly different nature 
—the “agglomerating” and the “deglomerating” factors. The 
transportation and labor factors distribute the industries over 
the surface, fixing them at places of what Weber calls lowest 
regional cost. The agglomerating factors tend to draw together 
the industries of such a region into more or less big agglomera- 
tions; the deglomerating factors have a dispersing effect. Ag- 
glomerating factors are such matters as savings of overhead cost, 
savings due to closer proximity of auxiliary industries, savings 
due to better connections with marketing organizations, etc.; the 
main deglomerating factor is rent, which increases with increas- 
ing local concentration of industries. Weber expresses both sets 
of factors, agglomerating and deglomerating, by a single result- 
ant “agglomerating force” which he introduces as altering the 
distribution of manufacturing industries as that would be deter- 
mined by the regional factors. This agglomerating force is treat- 


"In German, Standortsgewicht. Cf. p. 375, note 11. 
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ed as a factor quite independent of these other factors, although 
the attraction of industries to sources of raw materials by favor- 
able transportation cost, or to favorable labor places by low 
labor cost, is itself a cause of agglomeration. The “agglomerat- 
ing force” in reality merely reinforces an agglomeration caused 
by the transportation and labor factors. 

The discussion of the agglomerating force resembles very 
much that of the labor factor. Here, also, “iso-dapanes”’ are 
constructed around the points of lowest regional cost; and a crit- 
ical iso-dapane is conceived of as being the line where the attract- 
ing forces of the original points are counterbalanced by the ag- 
glomerating force. The main differences are that the places of 
agglomeration are not fixed places, as are the favorable labor 
places, and that their force of attraction is not fixed, as is that 
of the labor place. The agglomerating force will be effective only 
if critical iso-dapanes of a number of isolated processes have 
intersecting segments that offer savings of cost sufficient to coun- 
terbalance the additional cost of diversion to the new place. The 
complications arising from this question are discussed in detail 
but cannot be reproduced in this brief survey. 

Weber does not, however, analyze the technical factors be- 
hind agglomeration in the way that he analyzes weight, distance, 
and the other technical factors behind transportation and labor 
cost; he regards the savings of agglomeration as made up of too 
many heterogeneous factors. He merely summarizes the cost 
that can be reduced by agglomeration as constituting what he 
calls the “form value” of the industry. This cost plays the same 
réle in agglomeration that the labor cost plays in attracting the 
industry to the favorable labor place, and the discussion is built 
up in complete analogy to the discussion of the labor factor. He 
finds, on the one side, that the attraction of the places of agglom- 
eration depends on the ratio of the form value cost to the weight 
of the product; this he calls its “form value index.” He finds, on 
the other side, that the divertibility of the manufacturing indus- 
try depends on the weight to be transported during the whole 
process of production, i.e., its “locational weight,” mentioned 
earlier. And he finds that whether the industry actually will be 
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diverted depends upon the two in combination—upon the ratio 
of the form value to the locational weight; this he calls its “form 
coefficient.” ' 

For the rest, there will be found in Weber’s work supple- 
ments, general conclusions, and, last but not least, attempts to 
incorporate the analytical results in a more complete picture. 
Weber concludes his discussion by applying his results to the 
general trend of economic evolution, putting his more or less 
mathematical theory into a historical and sociological setting. 
This aspect of his work is repeated and completed in a sketch of 
what he calls a capitalistic theory of location, in which, mainly, 
he explains the distribution of labor—a matter that could not ap- 
propriately be explained in the exposition of pure theory.* 


III. OUTLINE OF A GENERAL THEORY OF LOCATION 


It is a striking circumstance that the problem of location is 
barely touched upon in the systematic theories of economics. If 
the problem of location is an important economic problem and 
if the systematic theories are sound, these theories must be ap- 


plicable to the problem of location; they must contain the un- 
developed principles of location. As for Weber’s “pure theory of 
location,” although it is carefully worked out in minute detail, it 
is after all an isolated theory of location. Weber does, indeed, 
make some introductory remarks, comparing his theory of eco- 
nomic location (Theorie des Wirtschaftsorts) with a theory of 
economic organization (Theorie der Wirtschaftsart) which it- 
self is embraced in a general theory of economics. But these re- 
marks are rather vague and do not contain developed logical 
connections. Thiinen’s theory, too, is not an integral part of his 
general theory, though the connecting links are more perceptible 
than they are in Weber’s work. 

This isolation of the theory of location is very unfortunate, 
for it conceals the true character of the problem of location and 
hinders the reception of the existing theories of location into the 
existing system of economic theory. No doubt a new theory, 
especially one in a new field, seldom grows out of methodological 

*In Grundriss der Sozialékonomik, loc. cit. 
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considerations; but once it has been born, its development de- 
pends greatly upon them. As a condition precedent to fruitful 
work in the theory of location it is necessary to determine the 
fundamental features of the problem of location, and to see the 
existing theories in their general scientific setting. Since these 
existing theories are special theories of location dealing with par- 
ticular kinds of economic activities, like agriculture and manu- 
facture, an attempt to relate them to the general theory of eco- 
nomics will lead us in the direction of a general theory of location 
of economic activities. This general theory of location may be 
expected to form the connecting link between special theories of 
location and the general theory of economics. 

In order to study the problem of location in its most general 
aspects, first we may take a process of production of whatever 
kind; imagine that it moves to another place without changing 
quantity or quality of output; and watch the changes. The hap- 
penings can be expressed in terms of changes in three groups of 
means of production. First, the land to be used changes with re- 
spect both to its quality and its situation; we may conceive both 
of these changes as being changes in the amount of units of use 
of land.** Second, all other natural and cultural conditions may 
change, requiring a different quantity or quality of capital and 
labor. For instance, the changed climate may necessitate a dif- 
ferent kind of machinery or a different amount of labor; labor 
supply and wages may be different; the sociological conditions 
in general may affect the overhead expenses, etc. For the pur- 
poses of this study we may conceive all of these changes as being 
changes in the amount of units of use of capital and labor to be 
employed. Third, the quantity and quality of means of transpor- 
tation may change because of the changed distances to be cov- 

* This point, besides others, has been attacked by O. Englander, “Kritisches 
und Positives zu einer allgemeinen reinen Lehre vom Standort,” Zeitschrift fiir 
Volkswirtschaft und Sozialpolitik, V, Nos. 7-9 (1926) 498-505. Cf. my rejoinder 
in “Zur Frage einer allgemeinen Standortstheorie,” in the same review, V, Nos. 
10-12 (1927), 756-63. A. F. Napp-Zinn’s objections, in a recent article (“Zur 
Theorie des Standorts,” Zeitschrift fiir Verkehrswissenschaft, V [1927], No. 3, pp. 


119-22), do not meet my discussion because they concern any theoretical treat- 
ise of the type of theory that I depend on, and have often been rejected. 
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ered and the different equipments of different places and lines. 
For our present purposes we may conceive of these changes as 
being changes in the amount of units of use of transportation. 
If the given process of production does not need to have any raw 
materials carried to its place of production, only those means of 
transportation change that carry the product to the consuming 
points or to points of further manufacturing. If the process 
needs to have raw materials carried to its place of production the 
means of transportation engaged in that task also change. 

The changes just mentioned cover all possible changes. Even 
if the process is of such a nature that it can be carried on only at 
one place, changing the locality can be conceived of as change in 
one or more of the three groups of production factors—change 
in the amounts of units of use of one or more of these groups to 
an infinitely large amount, it may be. Take, for instance, coal 
mining confined to sources of coal, or shipbuilding confined to 
waterfront places, to cite quite different examples. 

If, now, a change of location means changes in the previously 
mentioned groups of means of production, every distinct location 
of every distinct process of production can be expressed as a dis- 
tinct combination or composition of these particular groups of 
means of production. In other words: The problem of location 
can be conceived of as being the problem of combining these 
groups of means of production. 

If the problem of location is the problem of combination of 
means of production, it is merely a variation of a more general 
problem quite familiar in economic theory. Every process of 
production may be carried on by means of different technical 
methods: by the use of one machine or by the use of another; by 
the use of more capital combined with less labor, or by the use of 
less capital combined with more labor; by extensive or by inten- 
sive use of land, and so on. The question whether the one or the 
other of different technical methods should be utilized is not at 
all different from the question whether production is to be car- 
ried on at one place or at another. Both cases put the same eco- 
nomic problem, the problem of selecting from the different avail- 
able methods of production the method which should be applied. 
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If economic theory solves this general problem, the solution 
can be applied to the problem of location. Different theorists 
solve it in different ways. For the purpose of this paper it seems 
expedient to utilize the simplest solution available, the principle 
of substitution. This enables us to propose or utilize a general 
formula without giving allegiance to any particular theoretical 
system, at the same time confining the explanation to the prob- 
lems of production raised in this paper without becoming in- 
volved in an analysis of the whole problem of marginal utility, 
which, of course, is of fundamental importance in this case. The 
principle of substitution says, in general, that if there are two 
methods of obtaining the same result, that one will be adopted 
which is the more efficient in proportion to its cost. The utiliza- 
tion of each factor of production will be so adjusted that in its 
marginal application its cost corresponds to the price of the addi- 
tional product resulting from its use. On the margin where two 
factors will be indifferently applied, the efficiency of either in 
adding to the money value of the product will be in proportion 
to the cost of applying it.** 

Applying this principle of substitution to the problem of io- 
cation, and doing so in terms of the groups of means of prodtc- 
tion discussed earlier, we may first single out the amount of units 
of use of land, grouping together all other expenditures (cap- 
ital, and labor locally employed and means of transportation). 
Changing a location (using this approach) means substituting 
either units of use of land for units of use of all other means of 
production, or vice versa. The proper ratio of these groups will 
be determined by the point of indifference as being the point of 
lowest cost. Changing a location, however, at the same time 
means substitution of capital and labor locally employed for 
means of transportation, or vice versa; the proper ratio likewise 
being determined by their point of indifference. Moreover, if 
the process of production needs raw materials to be carried to its 

* This wording of the principle of substitution is quoted, with minor modi- 
fications, from Alfred Marshall’s work. Cf. especially Principles (8th ed., 1920), 
pp. 341, 405. The eclectic nature of this work makes possible more readily than 


is the case in any other system a selection of a particular part without expound- 
ing the whole system. 
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location, we need to differentiate the elements in the group called 
means of transportation; substituting means of transportation 
for carrying finished products for means of transportation for 
carrying raw materials, or vice versa. Any further ramification 
means futher splitting the groups called means of transportation 
into subgroups, to be pitted against one another under the prin- 
ciple of substitution. Thus the location of each process of pro- 
duction can be worked out in terms of a system of points of 
indifference, each pair of interchangeable groups being subordi- 
nated to a larger group. 

This method of explaining location of all kinds of economic 
activities—the nucleus of what may be called a general theory 
of location—apparently depends on the assumption that the 
points of ultimate consumption are considered to be fixed. In 
other words: Theory of location of economic activities, if con- 
ceived of as a theory of substitution, does not seem to include a 
theory of location of consumption. By far the largest part of 
consumption, however, is a function of the working forces bound 
to the places of production. Accordingly, we may well ignore the 
small part of consumption that is independent of any kind of 
productive activity, and conclude that a theory of substitution 
which explains the location of production, in the widest sense of 
that term, includes location of consumption.”* If not, that part of 
consumption that is derived from different kinds of rent (being 
either spread or concentrated in certain residential towns) may 
be considered as being a “datum” that cannot be explained by 
economic reasons.** But that is not a fatal limitation of the 
theory of location. Certainly it is not peculiar to the theory of 
location. Many other parts of the general theory of economics 
are subject to the same limitation. 

The results attained thus far could just as well be worked out 
deductively from the general theory of economics. We could in- 
troduce into a system of economic principles the assumption of 


* Napp-Zinn (op. cit., p. 122) obviously has misunderstood this construc- 
tion as applied to Thiinen’s scheme in my earlier article (op. cit., pp. 298 and 
307). 

* Capitals as productive centers as well as points of consumption are to be 
put aside in any case. 





384 ANDREAS PREDOHL 


a surface, utilizing complications that constitute the problems of 
location, and we could apply the general principles to these prob- 
lems. We might either introduce first Thiinen’s assumption of a 
flat and homogeneous surface that everywhere can be cultivated 
equally, or we might at once introduce the differently equipped 
surface actually characteristic of the earth, with all its physical 
and historical data. If we introduce Thiinen’s assumption we ar- 
rive at the cost of transportation and the rent of situation as be- 
ing factors of location. If we introduce the differently equipped 
surface we regard as factors also the different local costs of cap- 
ital and labor, as previously discussed. 

Thus far, therefore, we may call our general theory of loca- 
tion a purely deductive theory. That is praiseworthy in so far as 
it gives to our results the logical strength that is characteristic of 
deductive theories. On the other hand, a deductive theory is con- 
fined to mere formality. The principle of substitution adjusts 
the ratio of interchangeable groups of factors of production in 
terms of points of indifference, but it does not explain what 
amounts—and why precisely these amounts—are interchange- 
able. We may further complicate the assumptions, thus narrow- 
ing the field so that, for instance, only manufacture or agricul- 
ture is covered. But further deductions from such assumptions 
would yield only mere formulas of substitution; any supplemen- 
tary results would have to be secured in a decidedly different 
way. 

At first glance the questions of what amounts and why just 
these amounts of means of production are interchangeable seem 
to raise different issues in each particular case, so that there 
seems to be little possibility of securing for individual cases gen- 
eralized supplementary explanations that reach beyond the for- 
mula of applying the principle of substitution. In many individ- 
ual cases it is possible, however, by setting aside the formal 
completeness that characterizes the principles of deductive the- 
ory, to select certain parts of cost of production that are usually 
interchangeable, and to arrive at generalizations of a decidedly 
empirical nature. They might consist of certain rules, as, for in- 
stance: iron industry usually goes to the sources of coal rather 
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than to the sources of iron; textile industries are usually local- 
ized at the places of suitable labor; or bakeries are usually situ- 
ated at the places of consumption. In each particular case one 
group of factors of production is known by experience to be espe- 
cially significant in substitution. 

It is even possible to go farther. If the generalizations are 
confined to cases in which merely technical factors are involved, 
the ratio of interchangeable quantities can be stated in technical, 
and even in quantitative, terms. Take, for instance, the weight 
of the coal to be carried to the blast furnace as compared with 
the weight of the iron ore; in this case relative position of coal 
transport and iron-ore transport in substitution can be thus 
stated. Any generalizations of such technical explanations would 
lead to a supplementary theory of the technical factors of sub- 
stitution. But it must be remembered that such an explanation, 
of whatever grade of generalization, is always a supplement. 
Technical factors are determinative only in so far as prices are 
given. Any change in prices changes the ratio of substitutable 
quantities of means of production—changes the points of indif- 
ference. The principle of substitution is the superior determina- 
tive which groups the technical facts into the general interde- 
pendence of economic relations. 

If this is kept in mind it is even possible in some cases to de- 
termine by experimentation the combinations of means of pro- 
dution that are cheapest when prices are given. Thiinen in an 
inductive way thus determined on his estate the kind of produc- 
tion that should be located in each particular circle of his deduc- 
tive scheme. 


IV. CRITICAL ANALYSIS OF WEBER’S THEORY 


Weber distinguishes general and special factors of location. 
The general factors are those that affect all industries, and are 
therefore dealt with in his “pure theory of location.” These gen- 
eral factors are supposed to be deduced from general premises. 
Weber’s theory, however, seems to contain by far more explana- 
tions than a deductive theory should yield, according to the fore- 
going discussion. It is accordingly expedient to measure the 
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foregoing discussion against an analysis of Weber’s theory. 
Moreover, an analysis of the outstanding work in this field may 
clear the way for further development of the theory of location. 

Since he is engaged in formulating a theory of location of 
manufacturing industries, Weber must introduce assumptions 
which would not be needed in discussing the locational problem 
of other types of industry. He must introduce all those assump- 
tions that confine his investigations to manufacturing industries, 
such as given sources of raw materials, given locations of agricul- 
ture, and given consuming places. 

In fact, however, he narrows his field ‘still more. The dis- 
tinction just mentioned of general and special factors has no 
logical significance; it is a purely empirical classification, the ex- 
pression “general factors” not being identical in measuring with 
the expression “factors found deductively.” There cannot be 
found deductively any other factors of location than rent, other 
local cost as a whole, and transportation cost. Weber, finding 
other factors (especially labor cost), does not deduce them as he 
pretends; ** he selects them on other grounds. This is confirmed 
by Weber’s own arguments furnishing statistical data in order to 
prove that labor cost is really an important item of cost which 
changes when locality is changed. There is no logical difference 
between the labor factor’® and any other local factor. As far as 
logic goes, it would be permissible to call climate a general fac- 
tor (even though it attracts only few manufacturing industries 
in reality) and to construct the same mechanics of iso-dapanes 
that Weber constructs with respect to the labor factor. The 
selection of certain local factors (such as labor cost and agglom- 
erating force), instead of dealing with the more general concep- 
tion of local cost as a whole, confines the theory to those manu- 
facturing processes in the case of which the factors omitted are 

* That Weber explicitly makes the assumption of fixed labor places has 
nothing to do with the question whether labor cost as a factor of location is de- 


duced or assumed. The assumption of fixed labor places is to be conceived of as 
being just one more feature of the static character of the theory. 

* Even labor cost does not effect the location of all manufacturing indus- 
tries, merely the location of a number of them. So do other factors not dealt 
with in Weber’s theory. 
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unimportant. True, this may be an overwhelming majority of 
manufacturing processes; but in principle the theory is not a de- 
ductive theory covering the whole ground of manufacturing in- 
dustries. It is a selective theory covering the majority of them. 

Nevertheless the main principle applied by Weber, though 
nowhere explicitly discussed, is identical with the principle of 
substitution. He determines the location of the manufacturing 
process as being the point of lowest transportation cost. This 
point obviously is identical with the point of indifference of dif- 
ferent uses of transportation; either one point of indifference 
when only one source of raw materials and one consuming point 
must be considered, or several points of indifference as explained 
before, when several raw materials and several consuming points 
must be considered. As to the labor cost, though Weber calls the 
attraction of the favorable labor place an alternative attraction, 
he really thinks in terms of a substitution of means of transpor- 
tation for labor, the critical iso-dapane, in theory, marking the 
point of indifference. As the agglomerating factor is treated in 
complete analogy to the labor factor, here too there is a substi- 
tution of either labor cost or transportation cost, on the one side, 
for form value cost on the other. That the substitution of means 
of transportation is taken up first in order of treatment, while the 
other substitutions are dealt with subsequently, is merely a mat- 
ter of technique of explanation. 

Weber’s theory, however, is not confined to formal principles 
of substitution. After having determined location as being the 
point of lowest transportation cost (that is, after having applied 
in this respect the principle of substitution), Weber finds that 
the factors of transportation cost are weight and distance, and 
analyzes the influence of these factors in detail. In other words, 
he gives the technical data of the interchangeable quantities of 
means of transportation, thus completing the formal economic 
principles by a theory of the technical factors of substitution. 
And he does exactly the same thing in the case of other facturs, 
although the formal theory takes a relatively larger place in the 
discussion of the labor factor, and a still larger place in the dis- 
cussion of agglomeration. In the case of the labor factor, after 
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giving the theory of iso-dapanes (which coincides with the form- 
al theory of substitution) he examines the technical reasons why 
and under what circumstances the industry is diverted to labor 
places. “Labor cost index,” “locational weight,” and “labor co- 
efficient,” as explained earlier, are technical considerations hav- 
ing to do with the interchangeable quantities of means of produc- 
tion at the point of indifference. In analogy to these, “form 
value,” “locational weight,” and “form coefficient” are technical 
considerations having to do with the substitutions involved in the 
case of the factor called agglomeration. 

Thus far Weber’s theory (of technical factors) coincides 
with what we have already found to be a possible empirical com- 
plement of a deductive theory of substitution. But, as has been 
emphasized, any such theory (of technical factors) cannot but 
be of a secondary nature; its rules in the last analysis must be 
subordinated to general economic principles. Now, Weber does 
not subordinate his rules at all. On the contrary, he reduces all 
factors to weight and distance; then, instead of dealing with 
these in terms of prices, he reduces even such price considerations 
as different freight rates and different prices of raw materials to 
the technical factors weight and distance, thus breaking all con- 
nections with the general interdependence of prices. The most 
striking example of his omission of price consideration is his 
point of lowest transportation cost; that point is supposed to be 
the point of lowest ton-miles, and this, apparently, cannot adjust 
itself to most revolutionary changes of prices. 

There is a contradiction, apparently, between the outline of 
a general theory of location presented in this paper and Weber’s 
type of theory of location. This contradiction can be removed 
only if it is possible to construct a theory explaining location as a 
function of technique, without having this theory lose the char- 
acter of economic theory. There are a certain number of cases, as 
a matter of fact, in which the points of indifference in substitution 
are approximately the same within any probable range of prices. 
In these cases, and in no other cases, the points of indifference 
can be determined approximately by technical factors, because 
the economic determination of the points of indifference approx- 
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imately coincides with the determination of these points as a 
function of technique. 

This, indeed, seems to be the meaning of the methods applied 
by Alfred Weber. The reduction to weight and distance of all 
factors of cost of transportation can be resorted to because, in 
view of the facts considered in Weber’s exposition, the point of 
indifference of the various means of transportation as deter- 
mined by economic factors coincides approximately with the 
point of indifference as determined by weight and distance. In 
other parts of the theory, too, technical factors are substituted 
for economic ones because of a similar approximately parallel 
relationship. For the economic theory of prices is substituted its 
correlative theory of technical factors. 

We have to keep in mind, however, that such a theory, al- 
though it accomplishes rather definite results, suffers two major 
difficulties. First, being reduced to a theory of technical factors, 
it does not explain the location of all those industries which de- 
pend upon other factors of prime importance. Second, being con- 
fined to factors in the case of which a supplementary theory of 
technical factors will serve, it does not explain the location of all 
those industries in the case of which that approximately parallel 
relationship mentioned previously does not exist. A most strik- 
ing example of a lack of parallel relationship is found in the 
freight-rate structure in the United States. This lack interferes 
to some extent with a direct explanation of problems of location 
in this country by Weber’s theory. 

That these limitations do not make the theory useless, even 
as to facts that do not correspond with its assumptions, needs 
hardly to be emphasized. The theory is just one more example of 
the fact that the field of any theory is the narrower the more the 
theory really contains. The deductive theory of location, con- 
sisting virtually of nothing but the logic of economics, covers the 
whole field—but it explains little more than the general inter- 
dependence of prices and costs. The empirical theory of loca- 
tion, as represented by Weber’s theory, covers a smaller area, but 
it contains detailed explanations. As to the service rendered by 
theory in practical research, there is a primary difference. While 
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the deductive theory is an instrument to be applied wherever 
facts can be explained by economic reasons, the empirical theory 
is itself a kind of applied economics, in practical research merely 
serving as a heuristic principle. 

It may be mentioned, finally, that the theory of location and 
its empirical complements as discussed in this paper do not tell 
the whole story of the economics of location. The other part of 
the story is indicated in Weber’s sketch of what he calls a “cap- 
italistic theory of location.” This capitalistic theory of location 
is not a “realistic” complement to his “pure theory of location,” 
as are the monographs of his scholars; it is a sociological theory 
of a quite abstract and entirely different character. It is closely 
related to Sombart’s theory of modern capitalism, which is called, 
occasionally, “constructive economic history.” Any practical re- 
search should apply both of these different theoretical views: 
that of the theory of prices as dealt with in this paper, and that 
of the theory of economic evolution. 

ANDREAS PREDOHL 

UnIversitTy oF Krer, GERMANY 





TRADE CUSTOM IN THE LANCASHIRE COTTON 
INDUSTRY 


ANCASHIRE, an old center of English cotton manufacturing, 
furnishes an interesting chapter in the development of indus- 
trial relations in the textile industries. While the general 

history of collective bargaining in the Lancashire cotton industry is 
well known, the principles of settlement in local disputes and the de- 
velopment of trade custom and shop practices over a wide area have 
been little emphasized in the literature on the subject. These are im- 
portant, not only for a complete understanding of the machinery and 
results of collective bargaining in the English cotton industry, but also 
for an understanding of the background of American trade unions in- 
fluenced by the leadership of English textile workers. We have come 
to recognize the fact that customary procedure and working rules or 
trade practices are a significant part of the collective bargaining pro- 
gram of all skilled workers, if not of all workers. Such trade practices 
normally concern questions relating to methods of work, the supply of 
labor in the trade, payment for work not covered in the general agree- 
ments, working shifts and holidays, and seniority, promotion, and 
discipline in the shop. In the smoke-stack cities of Lancashire, where 
shawls and clogs are still occasionally seen on the streets, trade cus- 
tom is especially important in the settlement of disputes on local wage 
adjustments and discharge and discipline in the mill. 

Modern collective bargaining in the English cotton industry 
traces its origin to the activities of spinners’ and weavers’ trade clubs 
and benefit societies in the eighteenth century. As the result of a long 
record of successful bargaining, well-organized machinery now exists 
for the making of new trade agreements and for interpreting all dis- 
putes arising under old agreements. The secretaries of the employers’ 
associations and of the trade unions are technical experts in the indus- 
try and jointly adjudicate all disputes. Questions of wages and hours 
have been settled on a district basis for many years. The Bolton spin- 
ners claim that their piece-work price list dates back to 1813.’ Cer- 
tainly by the middle of the nineteenth century uniformity in wage 
payment on a district basis was well under way in both the spinning 


* Chapman, The Lancashire Cotton Industry, p. 263. 
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and weaving branches of the industry. It is with regard to other ques- 
tions of working conditions, where procedure is less widely uniform or 
still in process of standardization, that the phrase, “It is the custom 
of the trade,” is so frequently heard. 

One well-known trade custom concerns the summer holiday pe- 
riod or “wake” of each Lancashire town. Originally the workers spent 
the féte day of the local patron saint in gathering rushes to place on 
the floors of the churches in anticipation of cold weather. At the 
present time a week’s holiday is usual, although it comes at different 
times in different communities, and all of the mills are closed. Occa- 
sional disagreements arise as to the exact days or time to be taken 
in holiday periods. One such dispute arose in December, 1925, when 
Boxing Day, which is included in the yearly allowance of 118 hours’ 
holiday time, fell on Saturday, when the workers normally received a 
half-holiday. On a previous occasion an extra half-day had been ar- 
ranged with the workers in connection with the Christmas and Boxing 
Day holidays, but one spinning mill specifically stated that this was 
not to be considered a precedent for its workers. The workers, how- 
ever, believed that they were entitled to the extra half-day in 1925, in 
view of the custom established, and stayed away from work at this 
mill. The mill sued its workers in the municipal court for damages for 
“wrongfully absenting themselves from work,” and the court assessed 
fines against each worker, despite the protests of the union.” 

Other trade customs concern more technical problems in the in- 
dustry, varying by district and type of product, and occasionally from 
mill to mill. In the oldest centers of the spinning industry and the 
strongholds of the spinners’ union, Oldham and Bolton, there are no 
women employed as mule spinners. It is only in the eastern Lanca- 
shire district and in Manchester that women are employed as piecers 
and minders on spinning mules, although they are quite widely em- 
ployed throughout the industry on ring-spinning frames. The records 
of the Oldham and Bolton spinners give a brief description of local 
disputes and their settlement, and it is from these that one can best 
secure a picture of everyday shop problems and their customary set- 
tlement.* The most frequent cases involve payment for extra work 
not covered in the price lists, “bad spinning” complaints, and appeals 


* Bolton Spinners’ Association, Forty-seventh Annual Report, pp. 27-30. 

* Annual reports, Bolton and District Operative Cotton Spinners’ Associa- 
tion, 1925, 1926, 1927. Oldham Operative Cotton Spinners’ Association monthly 
reports, 1924, 1925, 1926. 
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against “alleged unjustifiable dismissal.’”* All questions of payment 
for extra work, such as spinning finer than the required counts, extra 
doffings, extra tubings, and the necessity of changing work frequently 
are settled on the basis of trade practice as established in former cases 
and interpreted by the secretaries of the employers’ association and 
the spinners’ union. General agreements on requirements for oiling 
and cleaning machinery have recently standardized procedure on these 
issues. One is reminded in this connection of the importance to British 
and American coal miners of payment for “dead work,” for abnormal 
conditions in working places or extra work, and for time lost waiting 
for supplies, according to detailed prices set by custom on a local 
basis. An interesting trade practice has also developed with regard 
to the timing of new spinning mules and the setting of piece-work 
rates in Lancashire. After temporary prices have been set, the mules 
are timed as a basis for standard speeds and permanent rates. This 
generally occurs while the machines are stiff, but the spinners never 
let them be timed again, so that the advantages of increased speed, if 
any, go to the spinner. One case arose in 1926 when a mill changed 
from steam to electricity and requested a retiming of the mules. The 
union was unwilling to agree to this, but offered to make a percentage 
reduction in rates commensurate with accepted differences in the 
speed of the machinery under the new system. “Bad spinning” com- 
plaints are very frequent, and if the quality of the cotton or the con- 
dition of the mules is jointly agreed to be such that a spinner cannot 
make average earnings he is entitled to additional compensation until 
conditions are improved. The spinners’ piece rates have been set on 
the basis of standard speeds and “fair material and appliances”; for 
this reason constant adjustments are necessary to insure “fair” wages. 
There appear to be more “bad spinning”’ disputes in the Oldham mills 
than in the Bolton mills, where the better grades of cotton are used to 
spin the finer counts. 

Discharge cases are so briefly described that a detailed analysis 
of this interesting problem of shop practice is impossible. Certain 
generalizations may be made, however, on the basis of the records. A 
first offender in bad workmanship is usually given another trial. If 


*I am indebted to Mr. Henry Boothman, general secretary of the Amalga- 
mated Association of Operative Cotton Spinners and Twiners, Manchester, for 
suggestions concerning the interpretation of these cases. 

* Suffern, The Miners’ Struggle for Industrial Status, pp. 344-49; Good- 
rich, The Miners’ Freedom, p. 80. 
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a spinner is discharged for poor work and the mules can be proved to 
be in bad condition or the cotton can be shown to be poor, his rein- 
statement is almost assured. Occasionally punishment in the form of 
demotion from a minder’s position to a piecer’s position is substituted 
for discharge for poor work or insufficient production. When fellow- 
workers in the shop do not support the offender, his case is usually 
dropped by the union officials. It is invariably dropped if there is any 
proved dishonesty on the part of the worker, as in hiding poor work, 
tampering with the indicators, or, as in one case, changing tickets 
and mixing counts of yarn. Cases involving insubordination and the 
breaking of factory rules like the regulation prohibiting smoking are 
dropped if not supported by the shop. Otherwise it may be agreed 
that the offender be reinstated in his old job or in another place. A 
worker discharged for making “snarly yarn” may be given a second 
trial on another pair of mules if there seems to be ground to support 
his contention that the bad workmanship was not his fault. If a 
worker has had a past record of good workmanship an error in spin- 
ning the wrong counts or negligence which may result in a fire on the 
mules is penalized by a few days’ loss of pay. Unless the employer 
thinks he has a clear case for discharge, seven days’ notice is neces- 
sary for terminating the labor contract in both the spinning and weav- 
ing branches of the industry. 

One of the most important of the unsolved questions of labor 
relations in the spinning industry concerns the promotion of piecers. 
Usually upon each pair of mules there is a highly paid “minder” or 
spinner, and two “piecers,’”’ one of whom, the “big piecer,” may be as 
efficient as the minder. The difficulty lies in the fact that two persons 
are in training for one promotion. Piecing thus becomes a blind-alley 
occupation for one of each two trained, and spinners cannot move 
readily from mill to mill. In some localities the practice has developed 
of requiring that openings in spinners’ jobs be filled in the ratio of 
two piecers from within the mill to one outsider, but this practice is 
not universal. In consequence each year sees a number of piecers’ 
promotion cases settled on the basis of differing local or shop practice 
in a more or less unsatisfactory way, and it is reported that several 
such disputes have resulted in strikes. 

On the whole, a Lancashire spinner is protected against changes 
in his working conditions which will adversely affect his wages, and 
he receives extra pay for extra work according to well-established 
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trade practices. In addition, his tenure in his job is well assured on a 
reasonable basis of good workmanship. 

No records of cases are available for the weaving branches of the 
Lancashire cotton industry, but the important trade customs are 
known throughout the industry.° Weaving, which was formerly a 
man’s job, is fast becoming a woman’s occupation, as in Burnley and 
Oldham. It has been customary to limit the number of looms to four 
to one weaver, but in some places women are limited to three looms. 
Overtime work has never been recognized by the Lancashire weavers, 
and in dull seasons the available work must be divided as equally as 
possible among the workers. Procedure with regard to discharge cases 
is usually governed by some shop rule, like that of the Accrington 
Amalgamated Weavers’ Association, which has the following pro- 
vision: “Any person guilty of persistently using bad or indecent lan- 
guage, or guilty of any gross misconduct, or wilfully wasting, damag- 
ing, spoiling, or destroying the employer’s property, shall be liable to 
be discharged without notice.”’ (Seven days’ notice is necessary 
otherwise. ) 

The most interesting trade custom among the weavers concerns 
questions of penalties for imperfect work. As with all textile workers 
producing goods at the last stages of the manufacturing process, the 
quality of the work is highly important to the eniployer, and problems 
of discipline for poor work become important issues. Early in the 
history of the cotton-weaving industry both hand-loom and factory 
operatives were fined for making defective goods as well as for ab- 
senteeism and tardiness.* Because of the obvious abuses to which fin- 
ing systems in industry are open, continuous efforts were made by the 
cotton workers throughout the nineteenth century to abolish the sys- 
tem. Eventually their protests won the day, and the weaving branches 
of the Lancashire cotton industry were specifically excluded from the 
provisions of the Truck Act of 1896, which permitted “limited deduc- 
tions” for spoiled work, fines for breaches of discipline, and charges 
for materials and tools in manufacturing industries. Their legal 

*I am indebted to Mr. J. P. Riding, of the Stockport Weavers’ Association, 
for suggestions on these points. 

* List of Holiday and Joint Mill Rules, Amalgamated Weavers’ Association, 
Accrington, p. 42. 

* Daniels, The Early English Cotton Industry, p. 49; Engels, The Condition 
of the Working Classes in England in 1844, p. 120. 

*Tillyard, Industrial Law, pp. 60-63; Official report, deputation to the 
Home Secretary from the United Textile Factory Workers’ Association, June 10, 
1909. 
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status in this matter therefore goes back to the provisions of the 
Truck Act of 1831. These require payment in “the current coin of 
the Realm to the full amount of wages due any Artificer,” allowing 
“stoppages” or deductions for materials or tools, medical attendance, 
and food only, and when these are provided by the employer accord- 
ing to contract.?° Occasionally the weavers’ union is forced into the 
courts to recover a small fine imposed on some worker.” As a matter 
of practice, fines and other penalties are imposed for the production of 
imperfect goods when this can be proved to be the worker’s fault. In- 
frequent instances of this are found when the weaver makes both the 
wrong length and width, or when a “smash” occurs and the break is 
too bad to be pieced up and must be cut out in the warehouse and 
seamed. But if the loom has not been working properly, if the yarn 
was faulty and caused a bad place, or if the “taper” or “slasher” 
failed to mark the yarn properly for weaving, the weaver is not penal- 
ized. As in the spinning industry, representatives of the weavers’ 
union and of the employers’ association jointly determine the question 
of responsibility for damaged goods and decide upon a penalty.” 
Such cases are seldom appealed beyond the mill in question because 
previous cases have established the principles of settlement over a 
long period of years. The Lancashire weaver is thus protected against 
arbitrary discharge and against arbitrary penalties for imperfect 
work. 

In general, the Lancashire cotton workers may be said to have 
emphasized those elements in their trade customs which are common- 
ly stressed by skilled workers in piece-work industries, especially the 
textile industries. The basis of wage payment for cotton spinners and 
weavers is production per hank, pound, or yard on a “standard” mule 
or loom of certain dimensions and equipment, with differentials al- 


* Truck Act of 1831, sec. 1, 23; 1 and 2 W IV, c. 37. 

“In such a case recently appealed to the King’s Bench Division, the court 
decided that the employer has the right to impose fines for poor work. Since 
employers must pay extra wages when poor materials are provided, they may 
take into account the condition of the workmanship before computing the “full 
amount of wages due” a worker, according to this decision. (Bolton Spinners’ 
Association, Forty-eighth Annual Report, pp. 57-59.) 

* A parallel situation is found in the British and American lace and lace- 
curtain industries, where the basis for discipline for poor work is the “stoppage 
clause” of the 1884 price list of Nottingham. Trade custom further defines the 
conditions under which penalties may or may not be given workers for ineffi- 
ciency or imperfect work. (Palmer, “Labor Relations in the Lace and Lace Cur- 
tain Industries in the United States,” U. S. Bur. Labor Stat. Bull. 399, chap. vi). 
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lowed for variations in size, equipment, and materials. While the gen- 
eral wage level is set with reference to national economic conditions, 
constant adjustments are necessary to meet local problems and new 
conditions. Uniformity of wage payment over the entire district is 
secured through the joint adjudication of disputes relating to the 
classification of new goods, the introduction of new methods, extra 
work, or abnormal conditions of work in both spinning and weaving. 
There appears to be no evidence of interest among the Lancashire 
workers in practices tending to restrict output, although these are 
found in other skilled trades. Likewise there seem to be few if any 
disputes on the equal division of work in dull seasons, a constant 
source of friction in many unionized industries. Nor is there any in- 
sistence upon rules like the demand for the “equal turn” of cars by 
coal miners. This is probably due to the fact that conditions of pro- 
duction preclude equal distribution of work among all workers except 
in unusual circumstances. Orders for yarn and cloth are predestined 
for the machines which can best make them in the nature of the case, 
since there is a definite limitation to the interchangeability of textile 
machinery. On the whole, questions of seniority and promotion have 
nothing like the significance for Lancashire cotton workers which 
they have for railroad workers, although occasional disputes arise 
over the promotion of a piecer “out of his turn.” Outside of the elabo- 
ration of the general agreements on wages and hours, the major in- 
terest of the Lancashire workers is in questions of discipline in the 
shop. The management’s right of unquestioned discipline and dis- 
charge has been distinctly modified as the result of a long period of 
joint adjudication of shop disputes. Precedents are now well estab- 
lished for the right of unprotested discharge in cases of proved dis- 
honesty, but cases involving insubordination, carelessness, and ineffi- 
ciency will be protested and are usually penalized by loss of pay, 
or, more rarely, demotion. Persistent offenders may eventually be 
discharged without protest. While the hazards of collective bargaining 
occasionally fail to secure complete uniformity of settlements, and 
some one worker may not get his job back as others have under simi- 
lar circumstances, the general trend is in the direction outlined. 
Working rules or trade customs are essentially an outgrowth of 
the technical problems of the industry and the workers’ experience 
and craftsmanship, as well as of successful collective bargaining. 
Questions of wages and hours may be standardized first, but many 
other shop questions are fully as important in the eyes of the skilled 
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worker as the contents of the pay envelope or the length of the work- 
ing day. It may be difficult to standardize these other questions be- 
cause of local variations in process or product, but they become the 
subject matter of important trade practices or rules. In the Lanca- 
shire cotton industry the established customs or “common-law rights” 
of the organized workers are, first, the right to representation by 
counsel in all shop grievances or disputes; second, the right to “nor- 
mal” or “standard” conditions of work or extra compensation for 
abnormal equipment or materials and extra work, according to well- 
established precedents; third, the right to protection against arbitrary 
penalties for imperfect work; and fourth, the right to tenure in the 
job on a reasonable basis of good workmanship and good behavior. 
Gtapys L. PALMER 
Hotirns Cottece, VIRGINIA 
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Diminishing Returns in Agriculture. By F. LESTER PATTON. 
New York: Columbia University Press, 1926. Pp. 100. 

Diminishing Returns in Agriculture is best described as an inter- 
esting, well-written, and worth-while essay on diminishing returns 
with special reference to agriculture. It must be called an essay, for 
it is not exhaustive in any sense of the word, as Doctors’ dissertations 
are conventionally expected to be. The subject, however, is one so 
much in need of being discussed, and what Dr. Patton has written 
contains so much that is significant, that he can readily be forgiven 
for all his omissions and neglects. 

The part of the essay which is most nearly compiete and most 
useful is his collection of experimental data illustrating diminishing 
returns. Those who have been clamoring for actual data of this sort 
will find some here which they can put to good use in the classroom. 
His method of presenting these data is to reduce them to the form of 
ratios of increase in outputs to increase in inputs—the reciprocal in 
effect of “additional inputs per unit of additional outputs,” as used in 
the reviewer’s Introduction to Production Economics. The data avail- 
able usually present the inputs in doses of considerable magnitude, so 
that the output-input relationship is, to an important degree, an 
average for the whole dose. Dr. Patton’s derivation from such data 
of the relationship for the marginal or most intensive part of these 
doses is a valuable contribution to such analysis. 

So far as analysis goes, much of the rest of the essay duplicates 
what is now available in textbooks, except in the matter of terminol- 
ogy. The principle of increasing and decreasing economic returns 
appears as a principle of “anticlinal profits.” This part of the discus- 
sion would have been clarified if the distinction between the least-cost 
and the highest-profit combination had been introduced. 

It is always worth while to make clear, as Dr. Patton does, that 
for most practical purposes it is only the economic principle that has 
a significant increasing portion before the decrease sets in. But he 
probably goes too far in his conclusion that only now and then does 
the physical curve show an increasing portion at the start. His own 
data show increasing physical returns at the start in the case of in- 
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creasing loads carried by men, increasing inputs of gasoline for a 
gasoline engine, and increasing inputs of feed for fattening steers. 
These are types of a very large number of combinations found in 
actual production. The usual experimental soil results prove nothing 
—the soil generally used already contains a considerable quantity of 
plant food. If completely sterile soils are used, the problem becomes 
one largely of the relation between foliage growth and seed produc- 
tion. Very small doses applied to sterile soil produce plant growth, 
but often no seed at all. There are also relationships to sunlight and 
moisture that cannot be overlooked. In the case of increments of 
seed, weeds are likely to smother out the very thin stands of sown 
crops. Dr. Patton may argue that this represents an introduction of 
a new condition into the problem. This is true. But it is new condi- 
tions of this kind that produce the diminishing total returns that Dr. 
Patton finds, in contradiction of Dr. Spillman’s notion that the incre- 
ments of diminishing physcal returns never become negative.’ It is 
such new circumstances as reverse osmosis, or too heavy plant growth, 
when too much fertilizer is used, that cause the diminishing total 
returns. If no new phenomena appeared, Dr. Spillman’s statement 
probably could not help being true, since the relationship involved 
seems to be purely mathematical, as occurs when the energy required 
to run a machine empty, or maintain an animal, is divided into a 
larger and larger product. 

This leads to the statement that the author’s avowed attempt to 
explain why physical returns behave as they do is not thorough 
enough to be at all satisfying. Most persons, for example, will want 
more details and an explanation in terms of natural science before 
they will accept his conclusion that there is an intermediate stage of 
increasing physical returns in the use of fertilizer. Some reconciling 
with the principles of feeding as taught in agricultural colleges is 
needed for his data and statements concerning the feeding of steers 
and dairy cattle. There probably should be an increasing stage, but 
not beyond the point of maintenance as in the data presented. One 
might guess that part of the four steers fed the light ration were on 
one side of the maintenance point and part were on the other. The 
decreasing average returns are still more in need of explanation. 

Of course none of this latter sort of subject matter really belongs 
in the field of economics. But apparently it is going to be necessary 
for us to acquaint ourselves with it if we are going to make our eco- 


* Spillman and Lang, The Law of Diminishing Returns. 
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nomic principles mean anything to the people who do the producing 
for us; and if so, we must be unusually cautious in our decisions or 
we will be booed out of the game. 

The last chapter of Dr. Patton’s essay is called “The Problem 
of Secular Diminishing Returns in Agricultural Development.” As it 
stands, it is a bold and clean-cut challenge to the prevailing notion 
that in the world generally the drift is toward smaller per capita re- 
turns to those engaged in agriculture, and specifically to Professor 
Edward East’s conclusion, in Mankind at the Crossroads, that since 
1890 and 1900 “there have been diminishing returns in agriculture in 
the sense that a given amount of capital and of labor has produced 
constantly less and less (p. 168). It is not difficult to accept the 
author’s conclusions on this point; nor similar conclusions for most 
of European agriculture for the same period. His more far-reaching 
conclusion that man “instead of developing rapidly toward increasing 
population pressure” is to be “thought of as growing, because of his 
increasing control over the forces of nature, ever more rapidly toward 
a condition of freedom from it,” will, of course, arouse more opposi- 
tion. Some will ask how it happens that the populations of most of 
the older parts of the world now have such low per capita returns. 
His answer is that the inhabitants of any region, animal or human, in 
the natural or primitive state always press hard in the food supply; 
that in some parts of the world that pressure has been very little re- 
lieved by the progress of: civilization; in others, a great deal, espe- 
cially where the industrial and agricultural revolution proceeded rap- 
idly. The United States is in the fortunate position of experiencing 
such a revolution while still sparsely inhabited. It is indeed unfor- 
tunate that this chapter will never be read as widely as Professor 
East’s book. Dr. Patton at least owes it to humanity to convert it 
into a magazine article in one of the good, widely read monthlies. 

Joun D. Brack 

CAMBRIDGE, MASSACHUSETTS 


Wages of Unskilled Labor in Manufacturing Industries in the 
United States, 1890-1924. By WHITNEY Coomss, Px.D. 
New York: Columbia University Press, 1926. Pp. 162. 

This monograph is a valuable addition to the attempts to apply 
quantitative methods to the study of economic phenomena. The light 
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that is thrown upon variations in the real wages of an important group 
of workers in American manufacturing industries since 1890 is in it- 
self, of course, distinctly worth while. Of equal value to the student is 
the discussion of the difficulties encountered in utilizing the volumi- 
nous but far from satisfactory raw material upon which studies of this 
nature must be based, the limitations inherent in such statistical work, 
the types of averages best suited under different conditions to express 
the trend of wage figures, and the sources of information. 

Measurement of the general trend of wages of workers in differ- 
ent occupations and industries always presents numerous difficulties, 
and these difficulties certainly are not on the whole less when one is 
dealing with wage data pertaining to the unskilled laborers. Dr. 
Coombs has found it most satisfactory to express the wages for the 
years covered by his study in terms of the product of the rate per 
hour and the number of hours per week, weighting the average for 
each industry in accordance with the proportion which the unskilled 
workers bear to the total number employed and then reducing the in- 
dex of money wages to a real basis by the use of Professor Hansen’s 
cost of living index for the years before 1913 and the Bureau of Labor 
Statistics’ similar index for the last eleven years of the period. Some 
of the qualifications this method suggests, which the author is careful 
to point out, have a fairly general application. The arithmetic mean, 
the average ordinarily used in wage studies because the data available 
are seldom classified in such a manner as to permit computation of 
any other type of average, is sometimes far from a reliable indicator 
of change, owing to differences that may have taken place in the 
grouping around the average. Where the range is comparatively slight 
and the vast majority of cases are grouped rather closely about the 
average, as is usually the case with the wages of the unskilled, the 
arithmetic mean is a more satisfactory indicator of change. Many of 
the data that have had to be used are non-continuous, and the neces- 
sity of fitting together unrelated sets of figures makes the conclusions 
subject to qualifications. Also, the use of cost of living indices always 
involves a certain possibility of erroneous portrayal of the extent of 
general progress or retrogression. Changes in the cost of living bring 
changes in standards of consumption, affecting especially those articles 
whose price has increased most. If the substitution brings no loss in 
physical or psychic well-being, however, a certain amount of the rise in 
prices has been counteracted. 

The final estimates of the trend of real wages are probably about 
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what close observers of wage and cost of living movements would have 
expected, but they afford opportunity for profitable comparison with 
the trend of real wages of other industrial groups. With the 1913 av- 
erage taken as 100, the Coombs index shows that during the 1890’s the 
unskilled workers in manufacturing had from 6 to 16 per cent more 
purchasing power than they had in 1913, the high point being reached 
in 1898, when the index number was 116. After the late nineties there 
came a fairly steady decline, which continued until 1915, and left real 
wages 4 per cent below the 1913 level; then a rise to 119 in 1919, fol- 
lowed by a drop to 105 in 1921, and finally a rise during the last three 
years of the period, the 1924 index number being 120. In spite of the 
fact that the average unskilled worker is shown to have had one-fifth 
more purchasing power in 1924 than in 1913, the recent rise in real 
wages has apparently not done a great deal more than to restore the 
level of the last decade of the nineteenth century. From 1890 to 1899 
the level of real unskilled wages averaged about 11 per cent above 
their 1913 point, while between 1920 and 1924 they averaged about 
15 per cent above their 1913 point. The continued inadequacy of the 
wages of the average unskilled worker to support a family in decency 
is indicated by the fact that “on the basis of figures that have been 
computed . . . . it will be found that the unskilled wage-earner who 
worked fifty-two weeks a year in 1924 received an annual average in- 
come of $1,133.” 
Roya E. MONTGOMERY 
UNIVERSITY OF TEXAS 


The Tariff on Wool. By Marx A. SMITH (Investigations in In- 
ternational Commercial Policies. Institute of Economics, 
Washington, D. C.) New York: Macmillan Co., 1926. Pp. 
xxii-+350. $2.50. 

The Cattle Industry and the Tarif. By LYNN R. EDMINSTER 
(Investigations in International Commercial Policies, In- 
stitute of Economics, Washington, D.C.) New York: Mac- 
millan Co., 1926. Pp. xv-+331. $2.50. 

These two volumes represent the results of investigations carried 
on by their authors for the Institute of Economics on American tariff 
policy as applied to certain agricultural commodities and interests. A 
study similar to these was made some years ago of the sugar industry. 
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Other investigations dealing with the tariff on agricultural commodi- 
ties are promised for the future. All these studies serve to illustrate 
the diversity of influences determining our tariff policy and the con- 
siderations that must be weighed before appraising that policy. 

In the two volumes which are the subject matter of this review 
the same general conclusions are reached with respect to the effects of 
our customs policy. Both authors find that tariff protection contrib- 
utes little or nothing to the growth of the industries concerned at the 
same time that it imposes a burden on the public in higher prices or in 
compulsory substitution of less desirable commodities. Both wool- 
growing and cattle-raising have been affected by conditions incident 
to the growth of population in areas formerly frontier regions and 
devoted almost exclusively to grazing. The trend toward diversified 
agriculture has in recent years changed the general nature of both 
industries. 

In the volume entitled The Tariff on Wool, the writer states that 
“the most striking fact in connection with the history of the sheep 
industry in the United States is that the production of wool has not 
increased in the past forty years.” One of the principal problems con- 
fronting the western rancher is the choice between sheep-raising and 
other lines of production. A comparison of crop statistics between 
1933 and 1924 shows that while the acreage and output of many 
leading crops were larger in the latter year than in the former, the 
number of sheep had declined. This difference was all the more re- 
markable in view of the fact that the price of sheep had practically 
doubled, while prices of ordinary farm produce had only increased 
about 34 per cent. 

In answer to the question whether the American sheep industry 
can hold its own without tariff aid, the writer maintains that the pro- 
tective duty on wool has created a differential of several cents a pound 
between the domestic and foreign prices of wool. The wiping out of 
this differential would eliminate some of those now in the business. 
However, world-economic conditions have controlled the rise and fall 
of wool prices to a greater degree than has the tariff. As to the effect 
of the tariff upon consumers, the author contends that the latter must 
inevitably pay higher prices for woolen goods, use goods of poorer 
quality, or suffer deprivation. This burden “more than counterbal- 
ances the gain to producers.” 

In a similar manner the cattle industry has been affected by influ- 
ences other than the tariff. Beef cattle, during the last two or three 
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decades, have shown a tendency to decrease in number. The inability 
of this industry to compete with other agricultural pursuits on tillable 
land has been the most potent factor in this decline. 

In addition to this industrial change, the writer holds that import 
duties on cattle and beef have not been an effective instrument for 
increasing prices and stimulating output. There are several factors 
tending even under free trade to check imports, such as the very lim- 
ited market in the United States for frozen grass-fed beef, the demand 
for kosher beef, and obstacles connected with shipping facilities and 
trade conditions. Statistical inquiries, furthermore, indicate that in 
this country the demand for beef is distinctly elastic. The tendency 
“to resort to substitutes when prices rise obviously imposes a severe 
check upon the possible effectiveness of cattle and beef duties as a 
stimulant to domestic prices.” 

While the tariff has had little effect upon prices and output, the 
author maintains that in the future it may operate to increase prices, 
and thus act as a burden upon consumers. To the extent that it raises 
prices, those who continue to buy beef will be financially worse off by 
virtue of the tariff. Others will suffer by reason of a compulsory sub- 
stitution of less desired foods. 

In the judgment of the reviewer, Mr. Edminster makes out a 
strong case against the past and present effectiveness of the tariff as 
a means of fostering the beef-cattle industry. With respect to its fu- 
ture effectiveness and consequent burden upon consumers, many ques- 
tions may be raised concerning the extent to which the import factors 
before mentioned are likely to be so altered that beef prices will ap- 
preciably reflect tariff influences. Granting, however, this future ef- 
fectiveness, it follows from the conditions described that the burden 
to consumers of protectve duties will far outweigh any benefit or gain 
to producers. 

Both books. are scholarly treatments of certain phases of our 
tariff policy. The influence of changed agricultural conditions follow- 
ing the disappearance of the American frontier is a subject which has 
been scientifically analyzed only in recent years. The volumes re- 
viewed are important contributions to our knowledge of the nature of 
these changed conditions, as well as to our understanding of the 
proper place of the tariff in this agricultural transformation. 

ABRAHAM BERGLUND 

UNIVERSITY OF VIRGINIA 
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The Social Significance of the Inheritance Tax. By EuGENIo 
RicNANo. Translated and adapted by Wr11am J. 
SHULTZ, with an Introduction by Epwin R. A. SELIGMAN. 
New York: Knopf, 1924. Pp. 128. 

In the presentation of this small book to the American public the 
translator has rendered a valuable service. The translation appears 
to follow the French translation by Georges Bourgin and has been 
faithfully done. In Part III, however, the translator wisely departs 
from the European editions so as to make the reform adaptable to 
American conditions. In other sections of the book the arguments 
take on the cast of European socialism, in which réle they should be 
viewed. They are none the less timely and stimulating even when con- 
sidered from an American angle. 

Rignano, in brief, proposes a new criterion for the application of 
progressive rates in inheritance taxes. To progression according to 
value and relationship, he adds the criterion of relative age, “or more 
exactly, the number of transfers in the way of succession and donation 
which the different portions of the estate have undergone before com- 
ing into the possession of the decedent” (p. 21). This program in time 
would be applied, according to Rignano’s suggestion, as follows: On 
the proportion which the decedent created by his own labor the rates 
would be no higher than those in force today; “on the portion which 
the decedent inherited directly from his father, the nation would make 
a much heavier levy, say 50 per cent; on the portion which came to 
the decedent from his grandfather through the medium of his father, 
there would be laid a very heavy tax, possibly 100 per cent” (pp. 21- 
22). Thus, inheritance beyond the third generation would be abol- 
ished. This proposal, radical as it may seem to some, sharply chal- 
lenges the social utility of unlimited rights of inheritance and indicates 
a means whereby many absurdities in our present system may be elim- 
inated. However, a further step in the socialization of wealth is taken 
by providing for the payment of taxes in kind—in land, securities, or 
equities—thus making the state a co-heir. These holdings are then to 
be administered by designated governmental agencies for the public 
benefit and “would make possible a gradual transformation from a fis- 
cal system based on taxes to one founded exclusively on the revenues 
from these properties” (p. 23). Likewise as the evidences of public 
debts passed into the hands of the government, these debts would be 
canceled. 
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In addition to these benefits, Rignano points out that his reform 
would more effectively stimulate savings than the present uncondi- 
tional right of bequest. “In fact, as regards one’s own children, every 
sum saved by the heir of a given estate would come to have, in his 
eyes, @ much greater value, even three or four times greater, than the 
sum he had inherited himself. Whereas at present the beneficiary of a 
large fortune has little inducement to add anything to the inherited 
estate; as this estate was more than sufficient for himself, he considers 
that it will be the same for his children” (pp. 22-23). 

Although Rignano places the burden upon statesmen to determine 
the practical elements of the plan, he suggests (chap. iii) many of the 
detailed provisions necessary for making his proposal effective in law. 
This chapter is followed by four chapters devoted to answering the 
criticisms which have been made against the plan (Part II). It is ad- 
mitted that stability of prices is fundamental to the success of the 
plan, although it is thought that the necessary corrections could be 
made by the use of index numbers (p. 64). The possibility of statu- 
tory exceptions for cases where the estate “might be lost through for- 
tuitous circumstances or force majeur” is also recognized. The confis- 
catory character of the rates is answered by intentionally modifying 
property rights. Objection to the plan of nationalizing all industry has 
really been excluded from consideration, as Rignano willingly admits 
that he seeks “to substitute a socialistic régime in place of the capi- 
talistic system” (p. 61). 

In Part III of the work Professor Shultz has outlined two pro- 
posals—a maximum and a minimum project—suitable to American 
conditions. The maximum project looks to the complete adoption of 
Rignano’s reform, but its enactment into law is not seen as “an even- 
tuality of the near future.””’ The minimum project seeks a moderate 
revision of the privilege of inheritance and the adoption of graduation 
according to relative age of inheritances in addition to other criteria 
of progression, A number of current arguments against inheritance 
taxes are vigorously answered and the benefits from the reform are 
briefly outlined. Alternative plans of minimum projects might have 
been suggested, but the plan outlined is a real challenge to American 
thinking and statesmanship. 

Stmmeon E. LELAND 

UNIVERSITY OF KENTUCKY 
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Applied Budgeting. By HENRY BRUERE and ARTHUR LAZARUS. 
Chicago: A. W. Shaw & Co., 1926. Pp. xi+-284. 


Applied Budgeting, by Henry Bruére and Arthur Lazarus, con- 
tains an introductory chapter entitled “Business Control through the 
Budget.” This is followed by chapters covering the special problems 
of the following types of enterprise: oil companies, railroads, banks, 
newspapers and magazines, contracting and construction companies, 
metal-working establishments, department stores, canneries, hotels, 
ice-cream industries, and garment industries. A closing chapter deals 
with “Budget Essentials.” 

The authors state in their Preface that they hope the book will 
interest three groups of readers: (1) executives in the specific or 
allied industries discussed; (2) practicing accountants and engineers 
working in these specific or allied industries; (3) students of manage- 
ment who desire a source book. 

Applied Budgeting is a handbook. It should be of interest to 
executives in industries similar to those discussed. However, the ma- 
terials treat of budgets in connection with only eleven different kinds 
of enterprises. This fact means, of course, that the value of the book 
is limited by the scope of its subject matter. 

Practicing accountants and engineers concerned with budgeting 
problems will find the theoretical data and specified forms to be very 
useful. Some practitioners, however, are doubtful whether specialized 
budget forms can ever be of much general value. They argue that the 
administration of a budget requires the use of imagination, a trait not 
developed by the use of standard budget forms. 

The data and the forms in Applied Budgeting should be helpful 
to students who study them carefully and who can apply the princi- 
ples to other practical problems. In using Applicd Budgeting for ref- 
erence purposes, the reviewer found it necessary to assign problems 
dealing with types of concerns not discussed in the book. The text 
served satisfactorily as a background for working out definite budget 
procedures for these other enterprises. 

The authors state in their Preface that the “budget is not a 
method for casting business into a common mold.” At the beginning 
of their chapter on “Budget Essentials,” the authors assert that each 
budget is intended to fit the particular problems of a specific business, 
and that every budget program must be administered to suit the man- 
agement of a particular institution; hence budgets must of necessity 
assume a variety of forms. They point out that from such a survey 
of industries as the book contains, certain important principles can 
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be discovered which may serve as guidance to those who desire to 
establish or revise a budget plan. The book appears to succeed in 
developing such principles. 

The authors state correctly that modern accounting has laid the 
foundations for the growth of budgetary procedure. But it is surpris- 
ing how little attention the authors give to the matter of accounting 
technique. The industries discussed in Applied Budgeting are for the 
most part assembling industries. It is unfortunate that the book 
omits a discussion of a budget plan for a distinctly disassembling in- 
dustry—meat packing, for example. If this were done, the relation- 
ship between accounting and the budget would have been more clearly 
illustrated. 

Near the end of the last chapter it is stated that the sales quota 
is the foundation of the budget plan. Thereafter, there is a summary 
of methods used in the preparation of sales quotas for about twelve 
various types of industries. These data are decidedly helpful as a 
supplement to the eleven industries considered in the earlier chapters 
of the book. : 

R. Emmett TAYLOR 

UNIVERSITY OF CINCINNATI 


The Rise of Modern Industry. By J. L. and BARBARA Ham- 
MOND. New York: Harcourt, Brace & Co., 1926. Pp. 281. 


“This book is written for the general reader, and not for the spe- 
cialist.” It should find favor with a large audience, for it provides as 
much information as most of us need relative to the nature of the 
Industrial Revolution, its causes and consequences. For those who 
wish to go into the subject more deeply, the many references provide 
an adequate bibliography. 

Part I, the smallest of the three parts, deals largely with the de- 
velopment of commerce before the Industrial Revolution—a develop- 
ment without which the rapid expansion of industry would have been 
impossible, since mass production demands popular consumption, and 
this in turn depends upon commercial progress. In this section are 
presented the change from peasant to industrial civilization, the shift 
of commercial pre-eminence from the Mediterranean to Northern Eu- 
rope, and particularly the transformation of England of the early cen- 
turies, when industry held little significance, to eighteenth-century 
England in which “industry seemed the most important thing in the 
world.” 
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Part II takes up in some detail the actual changes wrought by 
the Industrial Revolution, including the development of road and 
canal transportation, and the introduction of the railway; the decline 
of the peasant village; the destruction of custom in industry; the de- 
velopment and increasing use of the steam engine; and the revolu- 
tionary changes that took place in the manufacture of iron, pottery, 
and cotton goods. Much that is here has been seen in print before, 
but seldom has it been presented so interestingly. The Hammonds 
have the knack of picking out essentials, and of showing in a few 
words just wherein lies the significance of the concrete data. 

The social consequences of the Industrial Revolution are treated 
of in Part III. Here is an account of the growth of the slave trade, 
paralleled by the enslavement of children in English factories and 
mines. Here, too, are several chapters showing that, with society 
motivated by the so-called “law of economic harmonies,” England was 
not a place “where man could find beauty, happiness, leisure, learn- 
ing, religion, the influences that civilize outlook and habit, but a bare 
and desolate place, without color, art or laughter, where man, woman, 
and child worked, ate, and slept The new factories and the 
new furnaces were like the Pyramids, telling of man’s enslavement 
rather than of his power, casting their long shadows over the society 
that took such pride in them.” The final chapter, entitled “The Be- 
ginnings of a New Society,” describes attempts to find a way out of 
the social chaos that followed this swift growth of industry. The chief 
contributions to this end, we are told, were factory law, the civil serv- 
ice, and trade-unions. The factory laws put limits to the “rights” of 
employers and provided inspection of plants; there came into the 
civil service educated men who “preserved their independence and 
their self-respect”; and finally the trade-unions “brought a steadying 
force into the world of industry.” 

The book not only contains much valuable information set forth 
in understandable fashion, but it constitutes yet another attack upon 
overemphasis of production. Hobson, Tawney, and others have shown 
that wealth and welfare are by no means synonymous; and Mr. and 
Mrs. Hammond picture vividly the decline of social welfare at a time 
when wealth was increasing at a terrific rate. Until we have learned 
that what is good for “business” is not necessarily good for “the coun- 
try,”’ we shall need expositions of this kind. 

Paut F. GEMMILL 

UNIVERSITY OF PENNSYLVANIA 
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Les Prix de Monopole d’aprés les Doctrines et dans les faits. By 
RayMonp SacwHot. Paris: Imprimerie C. Pailhe, 1926. 
Pp. x+173. 

The literature on the theory of monopoly price is scattered and 
unsystematic, and there is need for a collection, examination, and re- 
statement of the deductive theory, and, even more, for a further ex- 
tension of inductive work on the objective manifestations of monop- 
oly price. This book is an attempt at this task, but unfortunately, 
aside from its useful survey of the history of the deductive theorizing 
with respect to monopoly price, it is possessed of only a very moderate 
degree of merit. Even the doctrinal history, however, calls for some 
serious criticisms. The important contributions of Edgeworth and 
Pigou are represented only by single periodical articles for each, no 
use being made of Edgeworth’s collected Papers, or of Pigou’s Eco- 
nomics of Welfare. The latest references to American books on the 
monopoly problem are to the 1900 works of Ely and of Jenks, and the 
most valuable material that exists on the problems of monopoly price, 
namely, the reports of official investigations, the court records, and the 
commentaries thereon by American economists, remains unmentioned 
and unused so far as the period since 1900 is concerned. In the origi- 
nation of a precisely formulated doctrine of monopoly price, the au- 
thor claims major credit, I believe justifiably, for two of his country- 
men, Cournot and Dupuit. An American engineer, writing in the 
1830’s, however, carried the analysis of monopoly price, especially 
with reference to the elasticity of demand, the principle of charging 
what the traffic will bear and the maximum revenue principle, and the 
advantages of multiple prices, in some respects as far as did Cournot 
and Dupuit. This was Charles Ellet, and his writings with respect to 
the transportation problem, and especially his Essay on the Laws of 
Trade, Richmond, 1839, entitle him to rank with Cournot and Dupuit 
as a pioneer formulator of the pure theory of monopoly price in pre- 
cise terms. 

The author accepts the pseudo-subjective price analysis of Du- 
puit, as of later writers, which attempts to express “utilities” and “con- 
sumer’s surpluses” in terms of a monetary unit whose subjective im- 
portance is simply a reflection of the subjective importance of what 
can be gotten in exchange for it, and cannot therefore be either greater 
or less than the latter, as if it were genuine utility analysis. The “mar- 
ginal utility” of the writers whom he discusses is not distinguishable 
from the objective marginal demand price of that much over-rated 
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person, the marginal purchaser. What their consumer’s surplus is but 
the shadow of a non-existent shadow, I cannot see. It calls for com- 
ment that while a definite graphic solution of the problem of the fixa- 
tion of monopoly price is an easy matter, all the graphs reproduced by 
the author from various sources, with the exception of one taken from 
Marshall which does present a trial-and-error solution, are only state- 
ments of the problem and not geometrical solutions thereof. There is, 
in the inductive section of the book, an interesting attempt at analy- 
sis and explanation of the price-phenomena of the rare-book market, 
but the inductive work is in general but a mediocre analysis by com- 
mon-sense methods of scattered and wholly inadequate statistical 
data. The chief merits of the book lie, therefore, in its really useful 
history of the pure theory of monopoly price, and in its emphasis upon 
the importance of a more systematic and thorough study of the prob- 
lems of monopoly price than has as yet been made. 
JacoB VINER 


University oF CHIcaco 


Municipal Finance. By A. E. Buck and OtHERs. New York: 


Macmillan Co., 1926. Pp. xii+562. 

The aim of this work is “to outline a financial system which city 
governments may adopt and use.” Although the authors do not at- 
tempt to make an exhaustive treatment of municipal finance, they 
have, nevertheless, made as comprehensive a treatment of the subject 
as has yet been turned out. The authors set for themselves no small 
task. In compressing into one chapter each such subjects as budgetary 
and auditing control, general accounting, cost accounting, and graphic 
statistics, the authors have done a praiseworthy service for layman 
and expert alike. Of the foregoing chapters, with the exception of that 
on “General Accounting” (chap. v) it may be said that the explana- 
tions, though concise, are clear and excellently presented. The chapter 
on “General Accounting” is confusing and lacking in that clarity of 
presentation which marks the rest of the book. To the expert public 
accountant this chapter will be of value as a comprehensive and some- 
what sketchy review; to the layman it is likely to be an extraordinary 
and bewildering collection of technicalities. In all fairness it must be 
said, however, that the subject of general acounting does not readily 
lend itself to tabloid presentation. 
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Although the work has a number of helpful charts, tables, and 
illustrative materials, yet there would seem to be a necessity for a still 
greater number. Especially is this true if the book is to be used exten- 
sively as a text among students. The chapter on “Budgetary and Ad- 
diting Control” would be greatly improved by the addition of actual, 
illustrative examples of the subject matter under consideration. 

Praise is due the authors for the scientific treatment given the 
subjects considered. No cause except that of general efficiency is es- 
poused, No general system is prescribed for all cities, recognition be- 
ing given to the fact that conditions in municipalities vary to an extent 
which makes the laying down of general rules particularly hazardous. 

To the bureau chief of many finance or auditing bureaus this 
work will be welcomed; to many another veteran bureau chief it will 
be just another collection of fussy recommendations. It should be wel- 
comed by all. 

Jerome G. KERWIN 

University OF CHICAGO 


The General Accounting O ffice—Its History, Activities, and Or- 
ganization. By DARRELL HEVENOR SMITH. Institute for 
Government Research Service Monographs of the United 
States Government No. 46. Baltimore: Johns Hopkins 
Press, 1927. Pp. vii+-215. $1.50. 

This is a study of the General Accounting Office of the United 
States, an independent establishment with auditing, quasi-judicial, 
investigating, and other duties, created according to the Budget and 
Accounting Act of 1921. This book, like the others in the series, is 
published according to a uniform plan. It gives: (1) the history of 
the establishment and the development of the general accounting 
office; (2) a description of the specific activities of the Controller- 
General and the subordinate executives; (3) the present organization 
for carrying on the various activities. 

In an appendix there is set forth a compilation of the laws and 
regulations governing the office and a list of its publications, also fi- 
nancial statements, appropriations, expenditures, and other data for 
a period of years. 

C. R. Rorem 


University oF CHICAGO 
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Researches into the Mathematical Theory of Wealth. By Av- 
GUSTIN Cournot. New York: Macmillan Co., 1927. 8vo. 
Pp. xxiv-+-214. 

This is an exact reprint of the edition of 1897 (Bacon’s transla- 
tion) except for the addition of twelve pages of Mathematical 
“Notes” by Professor Irving Fisher which are reprinted from his ar- 
ticle entitled “Cournot and Mathematical Economics” in the Quarter- 
ly Journal of Economics of January, 1898. It is to be regretted, how- 
ever, that Professor Fisher has not seen fit to bring his valuable 
Bibliography on Mathematical Economics which forms part of the 
book down to date. 

This great economic classic is reprinted in response to the re- 
quests of various mathematical economists and admirers of Cournot. 

Henry ScHuLtTz 
University oF CHICAGO 
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